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UNFAIR  COMPETITION  FROM  THE  FEDERAL 
GOVERNMENT  AND  ITS  EFFECT  ON  SMALL 
BUSINESS 


TUESDAY,  JUNE  28,  1994 

House  of  Representatives, 
Subcommittee  on  Procurement, 

Taxation,  and  Tourism, 
Committee  on  Small  Business, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  1:30  p.m.,  in  Room 
2359-A,  Rayburn  House  Office  Building,  Hon.  James  H.  Bilbray 
(chairman  of  the  subcommittee)  presiding. 

Chairman  Bilbray.  If  the  witnesses  will  come  forward,  we  are 
going  to  start.  The  other  Members  will  traipse  in. 

We  have  a  whole  series  of  votes  we  expect  in  the  future,  so  we 
will  probably  be  interrupting  your  testimony,  constantly  having  to 
go  over  and  vote,  but  hopefully  we  can  have  most  of  it  in  before 
we  are  gone  for  any  prolonged  period  of  time. 

So  if  the  witnesses  would  come  forward  that  are  present.  Today 
the  subcommittee  continues  its  series  of  hearings  on  unfair  com- 
petition from  Government  and  Government-supported  entities.  As 
stated  in  our  first  hearing  on  June  16,  the  subcommittee  enters 
these  hearings  with  an  open  mind,  but  aware  of  a  number  of  con- 
cerns that  have  been  raised  by  the  small  business  community  in  a 
number  of  areas  in  which  the  Government  has  begun  to  compete 
with  the  private  sector. 

The  Government  is  faced  with  an  ever-increasing  dilemma.  More 
and  more,  the  Congress  is  calling  upon  Federal  agencies  to  be  ever 
more  fiscally  stringent  and  self-sufficient.  The  answer  to  this  man- 
date is  often  to  take  the  Government  know-how  and  ability  and 
enter  the  commercial  market. 

This  now  puts  us  on  the  tip  of  a  double-edged  sword.  How  do  you 
prevent  Government  activities  from  hurting  the  private  sector  and 
small  businesses  in  general  while  at  the  same  time  achieving  the 
responsibility  that  Government  must  reach? 

To  this  end,  and  as  many  witnesses  today  and  at  our  last  hearing 
stated,  I  am  advocating  the  creation  of  a  Federal  advisory  commis- 
sion to  advise  Federal  agencies  and  Congress  on  what  the  best 
course  of  action  can  be  to  remove  the  threat  of  a  double-edged 
sword. 

It  is  important  that  many  of  these  situations  be  evaluated  on  an 
individual  basis.  If  dialogues  have  begun,  as  I  have  become  aware, 
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between  industry  groups  and  Federal  agencies,  those  dialogues  and 
the  actions  that  they  promote  must  be  encouraged  and  expanded. 

Today  we  have  two  distinguished  panels.  The  first  panel  will 
begin  with  an  overview  of  the  problem  and  an  update  from  last 
year's  hearings.  This  will  be  followed  by  some  specific  areas  of  con- 
cern that  have  been  brought  to  the  subcommittee's  attention. 

Our  witnesses  include:  Mitch  Parker,  National  Association  of  RV 
Parks  and  Campgrounds;  Herb  Wilgis,  American  Council  of  Inde- 
pendent Laboratories;  Kenneth  Driessen,  Professional  Services 
Council;  Glenn  Rizner,  Hehcopter  Association  International;  Doc 
Milner,  National  Tour  Association;  Susan  Perry,  Prison  Industries 
Reform  AlHance;  and  Karen  Hastie  Williams  of  MAPPS. 

The  subcommittee  sought  to  bring  in  a  number  of  representatives 
from  the  Government  agencies  that  will  be  discussed  here  today. 
However,  due  to  time  restraints  and  the  schedule  changes,  we  were 
not  able  to  get  the  representation  that  we  desired. 

However,  we  are  thankful  that  Steve  Schwalb,  Assistant  Director 
at  the  Federal  Bureau  of  Prisons,  Federal  Prison  Industries  has 
been  able  to  join  us.  I  hope  that  in  the  future  we  will  be  able  to 
bring  other  representatives  before  us. 

Thank  you  for  your  attendance,  and  we  look  forward  to  your  tes- 
timony. 

Mr.  Parker,  we  would  like  to  start  with  you  first  and  we  will 
move  to  the  other  end,  ending  with  Mrs.  Perry. 

[Chairman  Bilbray's  statement  may  be  found  in  the  appendix.] 

TESTIMONY  OF  MITCH  PARKER  MITCH  PARKER,  OWNER, 
FRONTIER  TOWN  CAMPGROUND,  NATIONAL  ASSOCIATION 
OF  RV  PARKS  AND  CAMPGROUNDS 

Mr.  Parker.  Thank  you.  Chairman  Bilbray,  members  of  the  com- 
mittee and  staff,  the  National  Association  of  RV  Parks  and  Camp- 
grounds is  pleased  to  appear  before  you  today  to  update  the  com- 
mittee on  the  current  state  of  competition  between  public  sector 
campground  and  RV  park  operations  and  the  commercial  sector. 

There  have  been  some  significant  developments,  some  positive 
and  some  negative  in  this  arena  since  we  appeared  before  you  in 
May  1993.  We  applaud  your  efforts,  Mr.  Chairman,  to  once  again 
bring  the  issues  associated  with  Government  competition  to  public 
light. 

The  level  playing  field  between  private  sector  commercial  activity 
and  Government  engaged  in  similar  activities  is  not  yet  estab- 
lished, but  we  think  we  may  see  some  light  at  the  end  of  the  tun- 
nel. Thanks  for  your  efforts  and  the  realities  of  today's  Federal 
budgets. 

In  May,  1993,  we  were  pleased  to  come  before  your  committee  to 
describe  many  specific  instances  of  unfair  competition,  and  to  cata- 
log for  the  record  and  different  competitive  advantages  enjoyed  by 
public  agencies  in  the  operation  of  campgrounds  and  other  commer- 
cial type  ventures. 

For  the  record  of  this  hearing,  we  are  again  submitting  the  list 
of  advantages  together  with  our  written  testimony  for  the  hearing 
record. 


Chairman  BiLBRAY.  Without  objection  any  all  your  testimonies 
will  be  put  into  entirety  in  the  record,  and  you  may  feel  free  to 
summarize  if  you  so  desire. 

Mr.  Parker.  Thank  you. 

We  also  presented  to  you  several  specific  instances  of  unfair  com- 
petition. I  wish  I  could  report  to  you  today  that  we  have  no  new 
instances  to  report,  but  unfortunately  that  is  not  the  case. 

All  Federal  agencies  continue  to  develop  campgrounds  with  com- 
mercial style  amenities  at  below  market  prices.  I  do,  however,  want 
to  talk  just  a  few  minutes  to  make  a  few  points  I  feel  the  commit- 
tee should  be  aware  of  today. 

First,  last  year  representatives  of  the  California  Travel  Parks  As- 
sociation appeared  before  the  committee  to  describe  in  some  detail 
a  flagrant  situation  of  unfair  competition  in  which  the  National 
Park  Service  was  permitting  extensive  free  camping  along  a  stretch 
of  California  beach. 

The  Park  Service  was  providing  services,  including  trash  pick  up, 
fire  rings,  restroom  facilities,  and  security.  The  impact  and  avail- 
ability of  free  camping  has  caused  several  commercial  campgrounds 
to  lay  off  personnel  and  several  to  face  the  possibility  of  bank- 
ruptcy. 

Since  our  appearance  last  year,  in  order  to  protect  the  interests 
of  the  commercial  campground  operators  in  the  area,  the  California 
association  found  it  necessary  to  file  a  lawsuit  against  the  Park 
Service. 

That  suit  is  in  Federal  Court  where  the  Park  Service  has  at- 
tempted to  have  the  suit  dismissed  on  the  grounds  that  the  Grov- 
ernment  has  not  granted  permission  for  the  action.  This  morning, 
I  have  just  learned  that  the  Federal  judge  did  in  fact  just  dismiss 
that  suit. 

To  compound  matters,  our  efforts  to  bring  about  a  settlement  of 
the  suit  were  stymied  by  the  reduction  in  Park  Service  personnel 
at  national  headquarters  and  disruptive  early  retirements  and 
reassignments  of  personnel.  We  were  simply  unable  to  get  a  Park 
Service  official  to  focus  on  solving  the  situation  before  going  to 
court. 

Second,  last  year  the  committee  followed  up  its  hearing  with  the 
private  sector  with  a  second  hearing  focusing  on  response  from  the 
public  land  agencies.  At  that  time,  Mr.  Chairman,  you  requested 
the  agencies  provide  the  committee  with  information  about  reve- 
nues and  expenses  associated  with  operations  of  campgrounds. 

The  U.S.  Forest  Service  provided  the  requested  information 
showing  that  their  facilities  operated  with  revenues  far  below  the 
cost  of  operation  at  a  large  loss  to  the  taxpayer. 

The  other  agencies,  the  National  Park  Service  and  the  Bureau  of 
Land  Management  have  not,  I  am  told,  responded  to  your  request 
for  data. 

I  would  respectfully  suggest,  Mr.  Chairman,  that  you  once  again 
ask  the  agencies  to  furnisn  this  data  on  income  and  expenses  so 
we  can  see  the  scope  of  the  costs  of  camping  to  the  American  tax- 
payer. 

Third,  during  the  last  year,  our  association  has  appealed  several 
decisions  made  by  local  U.S.  Forest  Service  officials  to  implement 
campground  construction  projects.  Following  the  appeals  process. 


we  have  sought  to  overturn  decisions  to  construct  new  campground 
facihties  on  the  basis  that  they  were  not  justified  by  market  stud- 
ies of  consumer  interests  or  need,  and  that  campgrounds  with  full 
hookup  amenities  were  not  in  accord  with  Forest  Service  policy. 

In  the  event  that  anyone  come  away  from  this  hearing  today 
thinking  that  our  industry  wishes  to  close  public  lands  to  the  citi- 
zens of  this  country,  let  me  clearly  state  that  we  believe  that  the 
American  citizens  have  an  absolute  right  to  camp  on  public  lands. 

Further,  we  believe  that  our  beautiful  public  lands  provide  out- 
standing recreational  opportunities  for  all  and  are  a  valuable  and 
unique  resource  which  must  be  preserved  and  protected. 

We  believe  that  the  Government's  role  in  assisting  citizens  to 
enjoy  the  public  lands  should  be  limited  to  providing  safe  and  se- 
cure primitive  back  country  or  wilderness  experiences.  All  other  fa- 
cilities located  on  public  lands  that  are  developed  in  a  manner  gen- 
erally associated  with  the  private  sector  should  be  operated  on  a 
businesslike  basis  by  the  private  sector. 

It  is  our  firm  conviction  that  the  role  of  Government  should  be 
limited  to  protecting  and  preserving  the  health,  safety,  and  well- 
being  of  its  citizens  and  that  Government  should  not  be  a  provider 
of  primary  services.  It  should  not  duplicate  or  attempt  to  improve 
upon  commercial  services  offered  in  the  private  sector.  It  should 
not  undertake  activities  which  lead  to  or  involve  providing  services 
already  provided  by  private  sector  companies,  nor  should  Govern- 
ment subsidize  such  services  through  its  power  to  tax  or  confer 
other  special  advantages,  thereby  giving  Government  or  nonprofit 
agencies  advantages  over  the  private  sector. 

Let  me  turn  briefly  Mr.  Chairman  to  several  suggestions  how  the 
Congress  can  work  with  the  private  sector  to  level  the  playing  field 
between  public  and  private  sector  competitors. 

First  and  most  immediately,  we  would  request  that  you  consider 
introducing  a  sense  of  Congress  resolution  stating  that  it  is  the  de- 
sire of  the  Congress  to  rely  on  the  private  sector  to  provide  goods 
and  services  to  the  American  people,  and  that  Government  should 
limit  its  activities  in  all  areas  that  are  competitive  with  the  private 

sector. 

We  would  then,  longer  term,  suggest  you  sponsor  legislation  that 
might  include  all  or  some  of  the  following  proposals:  First,  Federal 
agencies  shall  cooperate  with  the  private  sector  to  develop  working 
relationships  in  task  forces  or  joint  committees  that  permit  each 
party  to  fully  understand  the  scope  and  impact  of  their  competitive 
activities  and  to  seek  mutually  acceptable  means  of  reducing  the 
impact  of  Government's  unfair  competitive  advantages  and  level 
the  competitive  playing  field. 

Second,  all  proposed  Government  programs  shall  be  subject  to  an 
economic  impact  study  to  ascertain  if  the  proposed  program  might 
impact  on  existing  private  sector  activities.  The  results  of  the  study 
should  be  published  and  distributed  widely  and  specifically  to  those 
private  sector  businesses  and  citizens  likely  to  be  affected  by  the 
proposed  program. 

The  impact  statement  should  take  into  account  the  impact  on  ex- 
isting private  sector  businesses,  the  financial  viability  of  the  pro- 
posed program,  the  cost  to  the  taxpayer,  the  impact  on  tax  revenue 
generation  and  the  effect  on  private  sector  job  opportunities. 


Third,  we  advocate  a  GAO  study  of  all  Federal  activity  that  has 
a  likelihood  of  competing  with  private  sector  enterprise  and  to  de- 
termine appropriate  additional  legislative  remedies  to  correct  the 
situation. 

Fourth,  we  would  suggest  that  careful  thought  be  given  to  includ- 
ing legislative  language  that  would  require  the  Federal  Grovern- 
ment  to  use  market  rate  pricing  strategies  whenever  it  engages  in 
activities  which  might  be  competitive  with  the  private  sector. 

Fifth,  we  urge  the  Congress  to  restrict  the  use  of  Federal  funds 
whenever  they  appear  to  be  earmarked  for  programs,  projects,  or 
activities  which  create  new  or  duplicative  services  that  would  be 
owned  and  operated  by  the  public  sector. 

Thank  you  again,  Mr.  Chairman,  for  the  opportunity  to  present 
our  views  and  we  encourage  you  to  pursue  this  matter  so  that  the 
issue  can  be  appropriately  addressed  and  competitive  disparities 
that  currently  exist  can  be  eliminated  in  the  years  ahead. 

Thank  you. 

Chairman  Bilbray.  Thank  you,  Mr.  Parker. 

[Mr.  Parker's  statement  may  be  found  in  the  appendix.] 

Chairman  Bilbray.  Mr.  Wilgis. 

TESTIMONY  OF  HERB  WILGIS,  PRESIDENT,  PENNIMAN  & 
BROWN,  INC.,  AMERICAN  COUNCIL  OF  INDEPENDENT  LAB- 
ORATORIES 

Mr.  Wilgis.  Thank  you,  Mr.  Chairman  for  the  opportunity  to  tes- 
tify before  the  subcommittee  on  the  subject  of  tax  favored  competi- 
tion with  Federal  laboratories,  State,  and  local  governments,  and 
nonprofit  institutions. 

My  name  is  Herb  Wilgis.  I  am  chairman  of  the  ACIL  Govern- 
ment Relations  Committee  and  president  of  Penniman  &  Browne, 
Inc.,  a  small  business  in  Baltimore,  Maryland.  I  ask  that  our  writ- 
ten testimony  be  inserted  in  the  record  and  I  would  like  to  give  this 
brief  oral  summary  for  your  consideration. 

Chairman  Bilbray.  As  I  have  stated,  everyone's  testimony  will 
be  put  in  its  entirety  into  the  record. 

Mr.  Wilgis.  Thank  you,  Mr.  Chairman.  ACIL  is  the  leading  na- 
tional trade  association  of  independent  scientific  engineering  and 
testing  firms. 

Our  450  member  firms  operate  nearly  2,000  facilities  throughout 
the  United  States  and  overseas. 

I  would  like  to  give  you  a  few  examples  of  unfair  competition 
which  our  members  encounter  daily  and  then  offer  some  rec- 
ommendations for  your  consideration. 

First,  however,  I  would  like  to  underline  our  belief  that  there 
should  be  fair  competition  among  organizations  offering  the  same 
or  similar  goods  and  services. 

However,  to  promote  competitive  equality  and  lay  a  foundation 
for  the  continued  growth  of  taxpaying  commercial  enterprises,  tax- 
favored  competition  from  Government  and  nonprofit  organizations 
including  universities  needs  to  be  eliminated. 

Government  competition  is  perhaps  the  most  evident  form  of  tax- 
favored  competition.  Under  the  banner  of  technology  transfer.  Fed- 
eral laboratories  have  been  given  the  signal  to  reach  out  to  indus- 
try while  few  restrictions  have  been  defined.  Without  restrictions. 


Federal  competition  with  services  available  in  the  private  sector 
will  grow  exponentially  as  large  Federal  laboratories  seek  new 
roles  in  the  post-Cold  War  world. 

The  700  plus  Federal  laboratories  offer  services  which  compete 
unfairly  range  from  boot  testing  at  Aberdeen  Proving  Ground  in 
Maryland  to  pesticide  residue  analysis  by  the  Federal  Grain  In- 
spection Service  Kansas  City  Technical  Center  in  Missouri.  We 
have  provided  more  examples  in  our  written  testimony. 

Another  type  of  Government  competition  comes  from  State,  coun- 
ty, and  municipal  facilities.  As  an  example,  ACIL  members  encoun- 
ter two  Atlantic  county  facilities  in  New  Jersey  which  identify  serv- 
ices identical  to  those  to  private  sector  laboratories.  Another  exam- 
ple is  the  Lake  County  Health  Department  in  Indiana  which  sells 
water  testing  services  long  offered  by  private  companies  in  that 

area. 

I  personally  have  to  compete  with  State  Laboratories  in  Mary- 
land in  both  environmental  testing  and  construction  materials  test- 
ing. 

Some  of  the  testing  carried  out  in  State  laboratories  is  done  to 
comply  with  Federal  mandates.  But  with  few  exceptions,  it  is  read- 
ily available  in  the  private  sector. 

A  second  class  of  competition  comes  from  nonprofit  organizations. 
Such  as  the  MITRE  Corp.,  a  federally  funded  research  and  develop- 
ment center  and  universities.  The  subcommittee  heard  testimony 
June  16  on  the  problem  of  unfair  competition  from  nonprofit  orga- 
nizations. 

However,  because  it  is  so  significant,  I  would  like  to  mention 
ACIL's  long-standing  concerns  about  universities  offering  testing 
services  which  compete  unfairly  with  the  private  sector. 

We  have  a  list  of  over  80  universities  currently  offering  such 
services  and  have  attached  it  to  our  written  testimony.  Within  the 
last  3  years,  at  least  one  complaint  of  tax-favored  competition  has 
been  received  about  each  of  these  institutions. 

We  would  like  to  submit  for  the  subcommittee's  consideration 
some  recommendations  for  addressing  the  issue  of  Government  and 
nonprofit  competition. 

First,  a  resolution  of  Congress  should  be  passed  stating  that  it 
is  the  desire  of  Congress  to  rely  on  the  private  sector  to  provide 
goods  and  services  to  the  American  people,  and  that  the  Govern- 
ment should  limit  its  activities  to  those  which  are  inherent  func- 
tions and  are  not  available  in  the  private  sector. 

Second,  furthermore,  Congress  should  consider  legislation  that 
will  mandate  the  definition  of  inherently  governmental  functions 
and  establish  a  Federal  advisory  committee  to  help  develop  the  leg- 
islation's parameters. 

Third,  ACIL  recommends  reform  and  enforcement  of  the  unre- 
lated business  income  tax,  UBIT  laws  for  nonprofit  organizations. 
Short  of  reform,  ACIL  endorses  strict  enforcement  of  the  UBIT  in 
order  to  avoid  loss  of  tax  revenues. 

Additionally,  ACIL  is  recommending  these  specific  actions.  First, 
Congress  should  direct  a  commission  to  review  the  role  of  all  Fed- 
eral laboratories,  identify  specific  roles  and  goals,  and  recommend 
consolidation  and/or  elimination  of  redundant  facilities. 


Vice  President  Grore's  recommendation  concerning  consolidation 
and  redirection  of  the  Department  of  Energy  laboratories  should  be 
focused  on  all  Federal  laboratories  and  managed  by  the  President's 
Office  of  Science  and  Technology  Policy. 

Second,  Congress  should  commission  a  study  by  the  Greneral  Ac- 
counting Office  that  would  evaluate  the  end  use  of  scientific  or  en- 
gineering grants  issued  by  Federal  agencies.  ACIL  has  long  en- 
dorsed policies  such  as  the  National  Science  Foundation's  Impor- 
tant Notice  91  which  prohibits  grant  recipients  from  using  granted 
equipment  or  facilities  to  offer  services  for  a  fee. 

Experience  has  shown,  however,  that  policy  alone  is  inadequate 
and  we  must  also  find  a  way  to  enforce  it  which  is  where  we  be- 
lieve the  GAO  would  play  a  particularly  useful  role. 

Thank  you,  Mr.  Chairman,  for  the  opportunity  to  testify  and  we 
look  forward  to  working  with  you  and  the  subcommittee. 

[Mr.  Wilgis'  statement  may  be  found  in  the  appendix.] 

Chairman  Bilbray.  Mr.  Driessen. 

TESTIMONY  OF  KENNETH  DRIESSEN,  PRESIDENT,  MRJ 
GROUP,  PROFESSIONAL  SERVICES  COUNCIL 

Mr.  Driessen.  Thank  you,  Mr.  Chairman.  I  am  president  and 
CEO  of  MRJ,  which  is  a  private  employee-owned  company,  and  I 
am  speaking  on  behalf  of  the  Professional  Services  Council  which 
is  an  organization  that  represents  about  130 

Chairman  Bilbray.  Bring  the  microphone  closer  to  you. 

Mr.  Driessen.  The  organization  represents  about  130  companies 
as  well  as  associations  that  are  involved  in  the  technical  services 
business.  I  think  it  is  clear  to  all  of  us  that  the  service  industry 
has  been  growing  rapidly,  probably  the  fastest  growing  sector  of 
our  economy,  13  percent  a  year. 

I  think  it  is  clear  that  3.5  million  people  generating  $250  billion 
in  revenues  is  important  to  the  economy,  and  I  think  when  you 
look  at  the  makeup  of  this  industry,  you  find  that  typically  it  is 
bright  people  with  great  ideas  that  recognize  a  low  barrier  of  entry 
that  want  to  get  into  the  service  business  and  in  that  context  add 
a  lot  of  value. 

We  think  we  add  value.  We  want  to  see  that  continue  and  one 
of  the  things  that  we  believe  exists  is  a  constraint  to  that  growth 
that  may  be  supported  by  Congress  and  we  want  to  address  that 
just  briefly. 

Two  issues,  one  is  the  depots,  DOD  depots  and  the  issue  here  is 
that  the  depots  by  current  legislation  must  add  60  percent  of  reve- 
nue while  private  industry  —  60  percent  or  more  while  private  in- 
dustry can  go  up  to  40. 

We  find  some  unusual  things  happening.  A  case  at  Ogden  Air 
Force  base  where  a  small  business  set-aside  was  actually  set  aside 
for  the  Ogden  depot  people  who  ultimately  got  corrected,  but  it  is 
kind  of  an  extreme  of  what  happens. 

The  second  issue  with  the  depots  is  when  the  depots  have  exces- 
sive equipment,  they  grant  it  to  a  reasonable  Regional  Equipment 
Center,  excess  with  that  equipment.  The  depot  gets  no  revenue. 
The  Regional  Equipment  Center  pays  no  taxes  on  the  profits 
earned,  and  of  course  private  industry  is  precluded  from  bidding  on 
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that,  so  complex  issues.  I  am  sure  you  have  heard  them  before. 
They  need  some  attention. 

In  the  area  of  the  FFRDC's,  as  you  know,  they  started  50  years 
ago.  Their  purpose  was  to  fill  the  gap  between  what  Government 
could  do  for  itself  and  where  industry  left  off. 

That  has  now  grown  to  about  $10  million  a  year,  which  rep- 
resents 10  percent  of  the  Federal  R&D  budget,  and  we  think  there 
are  three  issues  with  the  FFRDC's.  One,  is  the  lack  of  opportunity. 
The  opportunities  that  the  FFRDC's  see  are  not  made  available  to 
the  private  industry. 

The  second  thing  we  don't  think  that  the  playing  field  is  level  for 
people  in  the  private  industry  and  in  that  market  area,  and,  third, 
we  think  the  FFRDC's  are  growing  with  uncontrolled  growth. 

Briefly  what  I  am  talking  about  here  is  that  the  FFRDC's  grow 
up  with  the  Federal  agency  they  work  with.  It  becomes  one  unit. 
They  know  the  opportunities;  they  work  together;  they  identify  the 
needs,  and  when  that  needs  to  be  satisfied  and  go  under  contract, 
it  is  just  an  automatic  float  to  the  FFRDC.    - 

It  is  easy  for  the  people  in  Government  doing  the  procurement 
to  do  this  because  the  FFRDC  funding  is  a  line  item  of  the  budget 
and  it  doesn't  require  the  hassle  of  competition,  documentation, 
and  so  on. 

The  second  issue  is  that  in  the  process  of  pursuing  business,  the 
FFRDC's  don't  have  to  do  the  marketing  that  we  do.  Therefore  the 
GNA  costs  are  less.  They  don't  have  to  do  preproposal  activities,  so 
their  overhead  is  less  and  they  don't  spend  the  B&D  expense  that 
we  do.  The  net  is  their  costs  going  in  are  less. 

Then  of  course  the  profit  that  they  make,  they  don't  pay  tax  on. 
So  we  think  it  is  unfair  competition  in  that  context. 

The  third  area  is  what  we  feel  is  inappropriate  growth.  While 
each  of  these  organizations  was  originally  established  for  a  specific 
function,  a  specific  role  and  mission,  they  have  grown  well  beyond. 
That  comment  was  made  earlier  about  MITRE.  MITRE  today  sup- 
ports three  DOD  organizations,  half  a  dozen  other  Government  or- 
ganizations, and  there  is  one  center  in  MITRE  that  is  really  not  an 
FFRDC,  but  as  a  Federal  procurement  person,  you  may  not  even 
know  that,  so  the  responsibilities  get  blurred.  Business  can  pass  to 
that  when  it  really  shouldn't  because  they  are  not  even  an  FFRDC. 

Aerospace,  similar  aerospace  has  grown  well  beyond  what  they 
originally  were  put  in  place  for,  so  we  would  like  to  just  summarize 
to  you  that  the  bottom  line  is  give  us  the  opportunity  to  look  at  the 
opportunities  that  the  FFRDC's  have,  level  the  playing  field  with 
the  rules  on  taxation  of  fees  and  so  on,  and  I  think  let  the  innova- 
tive activity  take  its  place. 

I  think  it  is  clear  that  small  business  has  been  very  innovative 
and  has  contributed  greatly  to  the  technology  growth  of  the  Nation. 

So  three  specific  recommendations  we  would  like  to  leave  you 
with:  First  is  that  the  Department  of  the  Treasury  review  the 
amount  of  revenues  flowing  through  the  nonprofit  system  and  re- 
port on  the  tax  implication  of  those  present  laws. 

Second,  Congress  should  direct  the  chief  counsel  for  advocacy  at 
the  Small  Business  Administration  to  study  the  impact  of  tech- 
nology services  on  small  business,  the  movement  outside  of  their 


chartered  role,  what  is  the  impact  on  the  small  businesses  involved 
in  technologies. 

Third,  is  to  the  commission,  develop  a  commission  to  review  the 
current  role  of  FFRDC  similar  to  the  base  closing. 

Thank  you. 

Chairman  Bilbray.  Thank  you,  Mr.  Driessen.  If  you  had  been 
here  —  I  know  you  weren't  here  for  the  other  item,  but  other  than 
Treasury  or  IRS  or  anybody  else  to  do  more  monitoring  of  non- 
profits is  the  fact  that  they  have  so  few  people  and  there  is  1.4  mil- 
lion nonprofits  out  here. 

I  mentioned  in  my  last  hearing  1  for  every  200  people  in  this 
country  and  with  500  agents,  that  they  admit  they  don't  even  audit 
1- 100th  of  them,  so  we  need  more  people  to  be  out  there  auditing 
and  probably  would  collect  1,000  times  more  taxes  than  it  would 
cost  to  put  new  agents  in  there. 

[Mr.  Driessen's  statement  may  be  found  in  the  appendix,] 

TESTIMONY  OF  GLENN  RIZNER,  HELICOPTER  ASSOCIATION 

INTERNATIONAL 

Chairman  Bilbray.  Mr.  Rizner. 

Mr.  Rizner.  Mr.  Chairman  and  Members  of  subcommittee,  thank 
you  for  the  opportunity  to  appear  before  you  today  to  discuss  an 
issue  of  continuing  concern  to  the  small  business  community,  un- 
fair competition. 

I  am  Glenn  Rizner,  vice  president  of  the  Helicopter  Association 
International,  HAI,  whose  650  regular  members  are  by  definition 
small  businesses.  Together  these  members  operate  4,000  heli- 
copters, flying  2  million  hours  per  year. 

HAI  also  has  600  associate  members  including  some  larger  man- 
ufacturing companies,  but  predominantly  this  group  also  encom- 
passes many  small  businesses. 

I  am  appearing  before  you  today  representing  Frank  L.  Jensen, 
Jr.,  the  president  of  HAI,  who,  due  to  a  prior  commitment,  was  un- 
able to  attend.  Mr.  Chairman,  HAI's  testimony  before  this  sub- 
committee on  May  11,  1993  is  a  matter  of  record,  statistically  we 
were  and  we  remain  today  very  extremely  concerned  about  Govern- 
ment encroachment  into  the  private  sector  domain. 

Please  allow  me  to  reiterate  the  three  recommendations  that 
were  made  at  that  time  and  which  are  still  valid  today.  Our  first 
recommendation  asked  that  the  General  Services  Administration 
which  oversees  the  Federal  excess  personal  property  program  be  re- 
quired to  ensure  that  any  Federal  or  State  agency  which  acquires 
such  property  continue  to  use  it  exclusively  for  their  own  internal 
use. 

Our  second  recommendation  expressed  our  belief  that  the  U.S. 
Forest  Service  which  has  transfer  power  for  these  aircraft  be  re- 
quired to  adhere  to  the  guidelines  of  the  Federal  Property  and  Ad- 
ministrative Services  Act. 

In  our  final  recommendation,  HAI  suggested  that  the  National 
Guard  be  directed  to  enforce  the  use  of  National  Guard  assets  for 
only  those  missions  that  appropriately  fit  into  the  mission  state- 
ment of  the  guard  and  are  not  in  conflict  with  those  services  avail- 
able fi-om  the  commercial  sector. 


Mr.  Chairman,  we  believe  that  the  problem  of  unfair  Grovernment 
competition  has  become  worse  in  the  past  year.  The  increased  pres- 
sure on  the  private  sector  has  resulted  from  shortsightedness  on 
the  part  of  a  few  officials,  mostly  at  the  State  and  local  level,  who 
do  not  understand  the  macroeconomic  considerations  of  Grovern- 
ment competing  with  the  taxpaying  component  of  our  Nation. 

Additionally  many  in  Government  do  not  understand  that  en- 
croachment results  in  the  shrinkage  of  a  tax  base.  Case  in  point 
was  recently  demonstrated  when  a  State  lost  its  only  full-time,  pri- 
vately owned  aerial  emergency  medical  services  operation,  and 
State  officials  stated  that  the  National  Guard  could  fill  this  role. 

This  fixation  on  Grovernment  entities  stepping  in  to  fill  a  void  in 
services  hinders  the  private  sector's  functioning  in  markets  that  it 
could  and  should  easily  serve.  In  the  above  example  Government 
has  reduced  the  opportunity  for  new  commercial  entrants  into  the 
market  and  for  the  private  sector  growth  as  well  as  reduced  the 
source  of  additional  tax  revenue. 

If  I  may,  I  would  like  to  expand  on  our  previous  recommenda- 
tions. 

The  first  that  the  GSA  must  ensure  the  Federal  excess  personal 
property  is  not  used  against  the  private  sector.  As  Government 
work  forces  facing  shrinking  budgets  increase  efforts  to  justify  their 
continued  existence,  they  attempt  to  broaden  free  services  to  the 
taxpayers. 

In  the  State  of  California,  for  instance,  many  Government  offi- 
cials proclaim  that  the  private  sector  lacks  the  capability  to  provide 
necessary  aircraft  to  meet  the  State's  aerial  fire  fighting  needs. 
These  officials  state  that  without  using  Government  aircraft,  the 
State's  fire  suppression  activities  would  be,  "in  serious  trouble." 

In  truth  private  companies  could  easily  do  this  job.  Over  30  com- 
mercial helicopter  fire  suppression  services  —  helicopter  firms  lo- 
cated in  the  west  would  welcome  the  chance  to  bid  on  providing  the 
helicopter  fire  suppression  services  now  provided  by  the  State  De- 
partment of  Forestry,  the  CDF,  and  could  do  so  at  a  competitive 
rate. 

Once  a  Grovernment  entity  has  entered  the  private  sector,  it  then 
faces  market  decisions  based  on  its  new  and  expanded  role.  These 
decisions  lead  to  greater  reliance  on  expanded  operations  to  justify 
its  budget. 

In  fact,  public  aircraft  operators  rationalize  that  they  must  be 
compensated  for  the  direct  operating  costs  of  the  aircraft,  and 
therefore  they  ensure  their  ability  to  continue  to  provide  the  serv- 
ices. This  compensation  doesn't  actually  reflect  the  realistic  operat- 
ing cost  and  results  in  unfair  competition  because  of  artificially  low 
rates  that  are  often  charged  by  the  agency. 

For  instance,  one  private  operator  was  reimbursed  the  exact 
same  rate  as  a  county  sheriff  for  rendering  aerial  fire  fighting  serv- 
ices. However,  while  the  sheriff  had  received  his  helicopter  free 
under  the  public  domain,  the  operator  had  paid  $1  million  for  his. 
The  operator's  compensation  was  allocated  to  debt  service,  man- 
power, equipment.  However,  the  sheriffs  department  did  not  need 
to  earmark  the  revenue  for  such  expenses  since  the  crew  was  al- 
ready, quote,  "on  the  Grovernment  payroll." 
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Also  the  sheriffs  cost  accounting  did  not  need  to  show  an  im- 
puted charge  for  habihty  protection  on  the  basis  of  being  self-in- 
sured. 

Today  as  the  Department  of  Defense  downsizes,  an  increasing 
number  of  county  sheriff  departments  in  particular  are  obtaining 
surplus  excess  military  helicopters  as  the  attached  aircraft  retire- 
ment schedule  indicates.  Over  3,000  surplus  helicopters  are  tar- 
geted for  disbursement  by  GSA  to  local  governments. 

These  departments  then  act  as  commercial  operators  except  their 
aircraft  need  not  be  and  usually  are  not  certified  for  civil  use  nor 
are  they  required  to  have  licensed  pilots.  There  are  many  more 
Federal  regulations  with  which  local  and  State  government  heli- 
copters by  definition  public  aircraft  need  not  comply. 

With  the  increasing  number  of  helicopters  being  released  into  the 
public  sector,  our  first  recommendation  becomes  all  the  more  im- 
portant to  ensure  that  the  GSA  is  aggressively  pursuing  their  over- 
sight responsibilities. 

Let  me  turn  to  our  second  concern.  The  Federal  Property  and  Ad- 
ministrative Services  Act  attempts  at  protecting  small  businesses 
from  Government  encroachment.  In  the  past  the  Government  has 
contracted  out  to  the  commercial  helicopter  operators  for  most  if 
not  all  of  the  aerial  fire  fighting  services. 

Historically  the  U.S.  Forest  Service  has  found  it  was  not  eco- 
nomically feasible  to  operate  their  own  fleet  and  has  relied  heavily 
on  the  private  sector  with  experienced  pilots  and  certified  and  in- 
sured equipment. 

Now,  the  excess  helicopter  program  gives  each  State  the  oppor- 
tunity to  create  its  own  aviation  department  with  little  thought  to 
whether  or  not  this  is  indeed  more  economical  than  contracting  out. 

Despite  the  Federal  Property  and  Administrative  Services  Act  re- 
quirement that  excess  property  be  acquired  for  internal  use  only, 
such  as  to  put  out  fires  on  public  held  lands,  operators  have  wit- 
nessed the  CDF  using  these  resources  on  fires  occurring  on  Federal 
properties  and  requesting  reimbursement  from  the  U.S.  Forest 
Service  for  their  services.  This  places  them  in  direct  competition 
with  commercial  operators  as  well  as  in  violation  of  the  provisions 
of  Federal  Aviation  Regulation  Part  135. 

Appropriate  utilization  of  Government-operated  aircraft  remains 
a  complex  problem  that  requires  objective  review  by  State  and  Fed- 
eral officials  as  well  as  qualified  representatives  of  the  private  sec- 
tor. To  that  end,  HAI  recommends  that  a  joint  Government/private 
sector  meeting  on  the  use  of  aircraft  for  fire  fighting  be  conducted 
with  the  purpose  and  agenda  as  described  in  Attachment  4.  Such 
a  meeting  is  required  to  establish  the  correct  balance  between  the 
private  and  the  public  sector  entities  which  are  needed  to  effec- 
tively fulfill  the  aerial  fire  fighting  requirements. 

Our  third  concern  was  enforcement  of  National  Guard  activities 
to  prevent  encroachment  into  the  private  sector.  Appropriate  use  of 
National  Guard  assets  must  be  limited  only  to  those  tasks  which 
fit  the  mission  statement  of  the  guard,  that  is  to  maintain  combat 
ready  forces  and  conduct  Federal  peacetime  engagement  operations 
as  dictated  by  the  President  and  Congress,  and  those  that  are  not 
in  conflict  with  the  services  available  by  commercial  operators. 
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When  services  which  are  normally  performed  by  the  private  sec- 
tor operators  are  carried  out  by  the  Guard  at  little  or  no  apparent 
cost,  the  opportunity  seems  deceptively  attractive.  However,  the 
taxpayer  picks  up  the  bill  and  the  private  sector  is  once  more  the 
victim. 

When  the  Freedom  Statue  which  once  again  sits  above  the  Cap- 
itol Dome  needed  to  be  renovated,  the  National  Guard  offered  their 
services  to  lift  the  statute  from  its  perch.  Taxpayers  paid  $600,000 
for  the  Guard  to  practice  the  statue  lifting  operation  which  the 
Guard  classified  as  routine  training.  Erickson  Skycrane  did  a  turn- 
key job  complete  with  liability  insurance  for  $60,000  without  any 
practice  required  at  all. 

If  the  statue  had  been  damaged  or  a  person  injured  during  the 
National  Guard  operation,  the  liability  burden  would  have  rested 
with  the  Federal  Government  and  the  cost  once  again  shifted  to  the 
taxpayer. 

In  conclusion,  an  analysis  of  issues  surrounding  the  public  sector 
encroachment  reveals  a  problem  that  has  evolved  over  many  years. 
According  to  the  statement  by  former  Senator  Warren  Rudman  10 
years  ago,  capable  private  sector  companies  could  take  over  many 
Federal  programs  saving  in  the  process  to  $1  billion  a  year  for  the 
Federal  Government. 

Today  Government  and  its  agencies  continue  to  grow  faster  than 
the  economy's  ability  to  support  them.  As  a  percentage  of  economic 
output.  Federal,  State,  and  local  government  have  increased  by 
nearly  one-third  since  1960,  from  26  percent  of  the  GNP  to  nearly 
37  percent  today. 

Potential  Grovernment  monopolies  are  created  many  times 
through  a  pattern  of  creative  accounting  by  Government  agencies 
which  badly  skew  the  true  cost  of  doing  business. 

Because  of  this  the  private  sector  is  denied  the  opportunity  to 
compete,  the  bureaucracy  grows,  and  tax  base  erodes.  It  is  a  truly 
vicious  and  self-destructive  circle. 

HAI  renews  its  support  for  measures  which  act  to  clearly  define 
the  line  between  public  and  private  sectors.  We  believe  the  Govern- 
ment of  the  United  States  has  the  responsibility  to  preserve  the 
market  place  for  the  private  sector  and  must  take  all  measures 
necessary  to  do  so. 

Action  must  be  taken  that  will  recognize  the  problems  of  the  past 
and  prepare  for  the  challenges  of  the  future.  This  will  best  be  ac- 
complished by  protecting  the  private  sector  from  Government  en- 
croachment. 

Thank  you,  Mr.  Chairman. 

Chairman  Bilbray.  Thank  you,  Mr.  Rizner. 

[Mr.  Jensen's  statement  may  be  found  in  the  appendix.] 

Chairman  Bilbray.  Mr.  Milner. 

TESTIMONY  OF  DOC  MILNER,  PRESIDENT,  NATIONAL  TOUR 

ASSOCIATION 

Mr.  Milner.  Chairman  Bilbray,  members  of  subcommittee,  my 
name  is  Doc  Milner.  I  am  the  president  of  National  Tour  Associa- 
tion and  owner  of  a  small  business  tour  company  located  in  Spring- 
field, Illinois. 
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It  is  with  great  pleasure  that  I  accept  this  opportunity  to  speak 
before  you  today  and  represent  the  views  of  the  National  Tour  As- 
sociation otherwise  known  as  NTA.  I  will  be  brief. 

NTA's  position  on  the  issue  of  nonprofits  and  unfair  competition 
is  straightforward  and  well-established.  Unfair  competition  as  de- 
fined by  NTA  occurs  when  a  tax  exempt  organization,  a  nonprofit 
group,  or  Grovernment  subsidized  agency  sells  goods  and  services  on 
a  frequent  and  ongoing  basis  using  its  special  privileges,  and  does 
so  without  the  assistance  of  a  for-profit  company. 

I  am  here  today  to  tell  you  that  this  problem  has  not  lessened 
during  the  past  year,  but  is  growing.  The  average  tour  company  in 
the  United  States  has  a  small  and  often  family-owned  business, 
and  I  am  a  representative  of  a  typical  tour  operator  and  small  busi- 
ness owner. 

My  company's  base  of  operations  in  the  Midwest  is  also  typical 
in  one  respect  at  it  encounters  the  pervasive  problem  of  unfair  com- 
petition in  our  industry. 

For  some  time  now,  my  main  competitors  are  not  other  tour  com- 
panies, but  churches,  museums,  and  other  senior  citizen  organiza- 
tions operating  their  own  tours  as  nonprofit  entities.  As  a  matter 
of  fact,  two  churches  in  my  State  operate  more  tours  than  any  tour 
company  in  the  State. 

These  churches  operate  their  own  motor  coaches  that  were  pur- 
chased by  tax-free  donations  from  members  while  promoting  their 
tours  through  newsletters  with  reduced  postage  rates.  Certainly 
these  church  tours  are  a  classic  example  of  nonprofits  exploiting 
their  hallow  advantage  in  the  marketplace. 

I  must  also  tell  you  that  I  feel  so  strongly  about  this  issue  that 
I  recently  left  my  church  after  20  years  of  attendance  because  they 
initiated  their  own  tour  program.  My  own  church  became  my  com- 
petitor when  it  started  offering  its  own  tour  packages. 

I  became  painfully  aware  of  the  consequences  of  this  on  small 
business  when  I  got  calls  from  my  fellow  church  members  and 
asked  why  I  could  not  offer  a  tour  as  cheaply  as  the  church  did. 
I  explained  that  the  church  could  do  that  cheaper  because  my  com- 
pany had  to  pay  salaries  and  expenses  from  tour  profits,  whereas 
the  church  staff  was  paid  from  the  collection  plate  rather  than  from 
tour  profits. 

From  the  onset,  I  must  say  that  I  do  not  mind  healthy  competi- 
tion. The  competition  in  this  industry  is  extremely  tough  from 
other  profit  —  for  a  profit  tour  operator  like  myself,  but  it  is  nearly 
impossible  to  compete  with  the  not-for-profits  offering  travel  pack- 
ages. 

Unfair  competition  is  a  growing  problem  for  tour  operators  and 
it  is  a  reasonable  question  to  ask  what  would  we  like  to  see  take 
place.  Basically  we  are  asking,  and  we  have  appeared  before  you 
a  number  of  times,  basically  we  are  seeking  a  level  playing  field 
where  all  sellers  of  travel  pay  taxes  on  their  profits  and  use  the 
same  postage  rates. 

In  conclusion,  I  will  reiterate  that  the  issue  of  unfair  competition 
practiced  by  tax-exempt  organizations  is  depriving  public  coffers  of 
billions  of  dollars  in  tax  revenues  while  putting  for-profit  tax  reve- 
nue sources  like  my  company  out  of  business. 
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Unless  changes  are  made,  tax-exempt  organizations  will  continue 
to  offer  their  commercial  services  generating  billions  of  dollars  in 
tax  free  profits. 

Thank  you  for  the  opportunity  to  speak  to  you  today. 

Chairman  BiLBRAY.  Thank  you  very  much. 

[Mr.  Milner's  statement  may  be  found  in  the  appendix.] 

Chairman  BiLBRAY.  Ms.  Hastie  Williams. 

TESTIMONY  OF  KAREN  HASTIE  WILLIAMS,  CROWELL  & 
MORING  ON  BEHALF  OF  THE  MANAGEMENT  ASSOCIATION 
FOR  PRIVATE  PHOTOGRAMMETRIC  SURVEYORS 

Ms.  Hastie  Williams.  Mr.  Chairman,  members  of  the  sub- 
committee, I  am  Karen  Hastie  Williams,  a  partner  in  the  Washing- 
ton law  firm  of  Crowell  &  Moring.  Previously  I  had  the  honor  of 
serving  the  Congress  as  Chief  Counsel  to  the  Senate  Budget  Com- 
mittee and  the  Executive  Branch  as  the  Administrator  of  the  Office 
of  Federal  Procurement  Policy. 

In  both  m3  public  and  private  sector  experience,  I  have  had  the 
opportunity  to  see  firsthand  the  experience  of  small  businesses  in 
competition  with  the  Government.  I  am  appearing  before  you  today 
as  counsel  to  the  Management  Association  for  Private  Photo- 
grammetric  Surveyors,  or  MAPPS,  the  trade  association  of  more 
than  100  private  firms,  many  of  whom  are  small  businesses. 

These  professional  service  firms  are  involved  in  making  maps 
from  aerial  photographs,  including  engineering  scale  and  land  use 
mapping  and  other  geographic  information  services. 

We  deeply  appreciate  your  invitation  to  discuss  the  difficulties 
the  private  surveying  and  mapping  community  experiences  with 
unfair  Grovernment  competition  and  commend  you  for  holding  a  se- 
ries of  hearings  on  this  most  important  issue. 

Imagine,  Mr.  Chairman,  if  the  Federal  Government  decided  it 
was  desirable  or  necessary  for  more  than  39  Federal  agencies  to  op- 
erate casinos.  Imagine  Uncle  Sam  hiring  more  than  7,000  Federal 
employees  to  operate  those  casinos  and  spending  millions  of  dollars 
on  gaming  tables,  roulette  wheels,  slot  machines,  and  related 
equipment,  and  training  its  work  force.  Then  imagine  that  once  the 
Federal  Government  had  this  capability,  it  discovered  that  State 
and  local  governments  and  even  foreign  governments  had  casino 
needs,  and  it  began  providing  their  casino  services  to  these  so- 
called  clients.  What  would  this  Federal  activity  which  duplicates 
and  competes  with  the  private  sector  do  to  the  economy  of  your 
hometown.  Las  Vegas? 

Mr.  Chairman,  the  small  businesses  that  make  up  America's  pri- 
vate sector  surveying  and  mapping  community  as  well  as  the  other 
small  businesses  you  have  heard  from  today  do  not  have  to  imagine 
that  scenario,  they  indeed  are  living  it. 

One  needs  to  look  no  further  than  surveying  and  mapping  to  find 
a  major  area  where  the  Federal  Government  has  dominated,  dupli- 
cated and  unfairly  competed  with  a  field  that  can  and  should  be 
left  to  the  private  sector. 

MAPPS  and  the  private  surveying  and  mapping  profession  has 
good  reason  to  be  frustrated  with  competition  from  the  Govern- 
ment. Dozens  of  Federal  agencies  have  in-house  surveying  and 
mapping  capabilities  that  duplicate  and  are  competitive  with  pri- 
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vate  for-profit  tax-paying  entities,  most  of  whom  are  small  busi- 
nesses. 

Not  only  do  these  agencies  perform  surveying  and  mapping  serv- 
ices for  tnemselves,  but  they  aggressively  market  and  seek  out 
these  services  for  other  agencies,  to  State  and  local  governments, 
to  foreign  countries,  in  direct  and  unfair  competition  with  private 
business. 

Mr.  Chairman,  public  statements  from  Presidents,  from  organiza- 
tions such  as  the  GAO  and  from  this  committee  over  the  last  20 
years  have  stated  unequivocally  the  policy  of  the  Federal  Grovern- 
ment,  namely  that  there  should  not  be  competition  with  the  private 
sector  where  the  private  sector  is  ready,  willing,  and  able  to  per- 
form services.  The  Clinton  administration,  in  the  National  Perform- 
ance Review,  identified  the  National  Oceanographic  Atmospheric 
Administration  as  an  agency  that  should  do  more  in  the  private 
sector. 

I  can  give  you  an  example,  Mr.  Chairman,  from  a  recent  procure- 
ment conducted  where  the  Corps  of  Engineers  had  retained  a  com- 
pany to  perform  services  in  Tampa  Bay.  The  company  was  perform- 
ing its  services  when  it  bumped  into  a  ship  from  the  National 
Oceanographic  and  Atmospheric  Administration  that  was  providing 
similar  kinds  of  services  with  their  own  fleet,  with  their  own  indi- 
viduals. 

The  absurdity  of  this  is  clear  on  its  face.  The  Cjovernment  in  the 
past  relied  on  the  photogrammetric  engineering  process  of  using 
aerial  photographs  to  produce  maps  in  World  War  II,  continued  to 
build  in-house  capability  in  the  post-war  years.  This  was  the  start 
of  using  these  services,  the  private  sector  developed  once  the  war 
was  over,  yet  the  mapping  activity  within  Federal  agencies  has 
continued  whether  one  talks  about  the  Department  of  Defense,  In- 
terior, Commerce,  or  Agriculture,  there  are  hundreds  of  thousands 
of  dollars,  indeed,  0MB  estimates  that  annual  Federal  spending  on 
surveying,  mapping,  and  geodesy  is  approximately  $1  billion.  Of 
that  amount,  less  than  6  percent  could  be  accounted  for  in  con- 
tracts to  the  private  sector. 

The  extent  of  this  competition,  Mr.  Chairman,  is  detailed  in  my 
written  statement  and  I  will  not  repeat,  but,  as  I  said,  for  more 
than  20  years  statements  have  been  made  by  organizations  which 
are  very  respected  in  this  city  with  respect  to  the  need  for  private 
sector  performance  and  to  do  away  with  the  competition  from  the 
Federal  Government. 

The  association,  MAPPS,  would  ask  this  committee  to  look  very 
hard  at  some  steps  that  could  be  taken  to  remedy  this  problem. 
While  we  have  these  policies  on  the  book,  we  do  not  have  enforce- 
ment mechanisms  and  we  believe  strongly  that  the  time  has  come 
to  establish  an  enforcement  mechanism  to  stop  this  unwarranted 
competition.  As  you  may  be  aware,  H.R.  163,  the  Freedom  from 
Government  Competition  Act,  was  introduced  by  Representative 
Duncan  of  Tennessee  and  more  than  60  cosponsors.  0MB  is  exam- 
ining this  bill.  It  would  call  for  them  to  develop  a  schedule  for  con- 
tracting out  to  the  private  sector  with  each  Federal  agency  over  a 
period  of  5  years. 

In  addition.  Representative  Thomas  has  introduced  legislation 
that  would  amend  Title  XXXI  of  the  U.S.  Code  to  provide  increased 
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contracting  opportunities  for  private  firms  by  encouraging  agencies 
of  the  Federal  Government  to  enter  into  contracts  for  commercial 
activities. 

Mr.  Chairman,  Senator  Lieberman  on  the  other  side  of  the  Hill 
introduced  a  bill  last  year  to  again  open  opportunity  and  fair  com- 
petition for  small  and  businesses.  We  believe  that  he  will  again  in- 
troduce the  bill  in  this  session,  and  we  urge  this  committee  to  look 
at  it  closely. 

In  particular,  it  provides  a  mechanism  to  establish  the  SBA's 
Chief  Counsel  for  Advocacy  as  an  action  responsibility  within  his 
or  her  realm  of  work  to  identify  those  Federal  activities  that  are 
in  competition  with  the  private  sector  and  have  them  cease  from 
performing  these  kinds  of  service  and  eliminating  the  opportunities 
for  small,  disadvantaged  businesses. 

Mr.  Chairman,  I  thank  you  for  the  opportunity  to  be  here  today 
and  we  look  forward  to  working  with  you  and  your  staff  on  legisla- 
tive initiatives  in  this  area. 

Thank  you. 

Chairman  Bilbray.  Thank  you  very  much. 

[Mrs.  Hastie  Williams'  statement  may  be  found  in  the  appendix.] 

Chairman  BiLBRAY.  Ms.  Perry. 

TESTIMONY  OF  SUSAN  PERRY,  EXECUTIVE  DIRECTOR,  PRISON 
INDUSTRIES  REFORM  ALLIANCE 

Ms.  Perry.  Good  afternoon,  Mr.  Chairman.  My  name  is  Susan 
Perry  and  I  am  the  executive  director  of  PIRA,  the  Prison  Indus- 
tries Reform  Alliance.  We  are  an  organization  of  manufacturers, 
representatives  from  labor  and  trade  associations  from  those  indus- 
tries who  have  been  bearing  the  burden  of  prison  industries  pro- 
grams. 

Our  membership  is  as  diverse  as  the  National  Association  of 
Manufacturers,  the  United  Food  and  Commercial  Workers  Union. 
We  also  include  very  many  small  businesses  within  our  member- 
ship, some  are  as  small  as  5  to  10  employees. 

I  am  not  going  to  read  the  statement  that  we  have  written  be- 
cause that  will  be  entered  into  the  record.  But  I  would  like  to  tell 
you  a  little  bit  about  what  prison  industries  both  on  the  Federal 
level  and  on  the  State  level  are  doing  to  small  business  in  this 
country. 

Last  fall  we  had  the  opportunity  of  testifying  at  a  hearing  before 
the  Senate  Labor  Committee  where  a  gentleman  from  Brill  Fur- 
niture Company  came  in  and  explained  the  impact  that  prison  in- 
dustries had  had  on  his  small  company.  They  make  dorm  furniture 
and  they  are  located  in  Ludington,  Michigan.  They  are  a  small 
manufacturer  and  until  2  years  ago  had  60  employees.  November 
2  years  ago  the  State  of  Michigan  Prison  Industries  Program  took 
a  contract  away  from  them  that  forced  them  to  lay  off  52  of  their 
60  employees. 

As  of  today  the  majority  of  those  52  employee?  are  still  laid  off. 
They  have  used  up  their  unemployment  benefits.  They  are  on  pub- 
lic assistance  because  in  the  small  town  of  Ludington  there  is  no 
place  else  you  can  go  to  get  a  job. 

Many  of  these  people  were  whole  families  who  worked  for  Brill 
Furniture.  These  were  families  who  the  father,  the  mother,  and  the 
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children  actually  worked  in  the  factory.  Because  the  State  of  Michi- 
gan prison  program  took  a  job  away  from  them  and  gave  it  to  con- 
vict labor,  these  people  no  longer  have  jobs. 

Prison  industries  has  a  very  unfair  competition,  especially  at  the 
Federal  level.  At  the  Federal  level,  prison  industries,  Federal  Pris- 
on Industries  have  what  we  refer  to  as  a  super  preference.  Not  only 
would  they  compete  with  the  private  sector,  but  they  are  allowed 
to  take  a  job  first  before  it  even  has  a  chance  of  going  to  the  private 
sector. 

What  happens  is  if  a  contracting  agency  wants  to  buy  a  product, 
they  have  to  buy  it  first  from  Federal  Prison  Industries.  If  FPI 
makes  the  product  and  if  they  want  it  buy  it  from  the  private  sec- 
tor, they  have  to  obtain  a  waiver  from  Federal  Prison  Industries. 

Because  of  this  Federal  Prison  Industries  has  been  able  to  sell 
over  $400  million  of  products  to  the  Federal  Grovernment  last  year. 
These  products  are  wide  ranging,  yet  they  really  impact  a  small 
number  of  industries.  While  they  make  a  wide  variety  of  furniture 
products,  they  do  have  a  major  impact  on  the  furniture  industry. 

In  fact,  almost  half  of  the  products  that  they  make  are  furniture 
products.  But  they  also  make  products  such  as  textile  and  apparel, 
body  armor,  footwear  and  electronics  devices.  They  provide  services 
such  as  printing  and  recharging  laser  toner  cartridges. 

What  has  happened  with  this  unfair  competition  is  that  although 
they  make  a  wide  variety  of  products,  they  are  in  a  few,  united 
number  of  industries  who  are  bearing  the  burden  of  this  correc- 
tional program. 

There  has  been  legislation  introduced  in  the  House  of  Represent- 
atives by  Congressman  Wolf  which  would  allow  prison  industries 
to  replace  offshore  labor  —  where  they  would  be  able  to  make  prod- 
ucts that  are  currently  made  offshore  —  and  we  are  exceedingly 
concerned  about  this  because  one  provision  of  this  legislation  would 
allow  prison  industries  to  sell  these  products  into  the  private  sec- 
tor. 

So  not  only  would  these  industries  then  be  competing  in  the  Fed- 
eral market,  they  would  also  be  competing  in  the  private  sector 
with  products  being  sold  at  K-Mart  or  Wal-Mart.  Yet  prison  indus- 
tries with  their  unfair  advantages  of  low  wages,  of  not  having  to 
pay  FICA,  not  having  to  pay  unemployment  compensation  or  work- 
er's compensation,  not  having  to  meet  all  of  the  mandated  require- 
ments that  a  private  sector  company  has  to  meet,  and  being  able 
to  borrow  money  according  to  their  last  annual  report  money  from 
the  Federal  Treasury  at  no  interest,  that  is  absolutely  unbelievably 
unfair  competition. 

We  have  been  complaining  as  industries  about  this  issue  for  over 
6  years.  I  personally  have  been  involved  in  complaining  about  it  for 
those  6  years.  In  the  last  couple  years,  we  have  realized  that  we 
can't  just  sit  back  and  complain  about  it,  but  we  have  to  come  up 
with  solutions. 

What  should  prisoners  be  doing?  We  all  agree  prisoners  should 
work.  If  you  ask  any  person  on  the  street,  they  will  tell  you,  yes, 
prisoners  should  work.  They  should  not  be  sitting  in  jail  cells 
watching  TV,  watching  the  cop  shows  and  rooting  for  the  bad  guys. 
They  should  be  doing  something  constructive,  and  we  all  agree 
with  that,  so  what  should  they  be  doing? 
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It  is  not  true  that  prisons  are  actually  teaching  specific  jobs 
skills  because  if  they  were  being  taught  to  get  a  job  out  in  the  fur- 
niture industry,  there  is  no  one  hiring  in  the  furniture  industry  be- 
cause they  are  losing  jobs  to  prisons  anyway. 

But  they  are  being  taught  a  basic  work  ethic:  To  get  up  in  the 
morning,  to  go  to  a  job,  to  answer  to  a  boss,  and  to  get  along  with 
your  coworkers,  and  they  can  be  doing  anything  at  all  and  still  be 
taught  that  basic  work  ethic. 

What  we  are  suggesting  is  that  prisoners  be  allowed  to  do 
projects  that  would  aid  a  community  if  it  does  not  impact  the  local 
labor  force  or  local  businesses. 

One  of  the  things  that  we  have  really  been  stressing  is  that  pris- 
oners should  be  getting  in  the  recycling  area  and  doing  the  dirty 
part  of  recycling  such  as  sorting  plastics  —  taking  the  poly- 
urethane  from  the  polyethylene  and  the  polystyrenes,  and  giving 
value  to  that  plastic.  Today  that  is  not  being  done  because  at  mini- 
mum wage  it  is  not  economical  to  do  it. 

But  there  are  other  projects  like  this  and  we  hope  that  with  the 
help  of  Congress  and  maybe  with  pressure  from  Congress,  Federal 
Prison  Industries  and  State  prison  industries  would  look  at  these 
as  opportunities  to  employ  prisoners  and  as  way  to  keep  prisoners 
busy. 

Thank  you. 

Chairman  Bilbray.  Thank  you  very  much. 

[Mrs.  Perry's  statement  may  be  found  in  the  appendix.] 

Chairman  Bilbray.  Mr.  Portman  had  to  leave;  he  had  an  ap- 
pointment, but  we  do  have  some  questions  for  the  panel. 

Mrs.  Perry,  I  presume  that  Mr.  Wolfs  provision  when  you  read 
it  off  to  me  which  would  provide  that  prison  industries  could  do 
business  as  long  as  that  particular  item  is  not  manufactured  or 
made  here  in  the  United  States,  I  would  presume  what  he  is  at- 
tempting to  do  is  to  eliminate  competition  with  American  compa- 
nies by  if  a  certain  type  of  stool  is  produced  in  Taiwan  and  is  not 
produced  in  the  United  States,  that  that  particular  industry  —  that 
particular  prison,  I  presume,  would  then  make  that  tool  or  that 
particular  item  and  sell  it  in  competition  with  the  foreign  national. 

Am  I  reading  his  bill  wrong? 

Ms.  Perry.  We  thought  that  that  was  what  it  was  originally. 
This  is  a  piece  of  legislation  that  came  out  of  the  Federal  Prison 
Industries  Summit  and  when  Federal  Prison  Industries  put  forth 
this,  they  included  in  their  summit  report  a  list  of  products  that 
they  considered  to  be  made  offshore. 

We  took  that  list  and  I  had  an  intern  last  summer  who  went 
through  that  list  and  was  able  to  find  a  minimum  —  I  told  him 
to  stop  after  six  or  seven — of  six  U.S.  manufacturers  of  every  single 
one  of  those  products,  and  those  products  include  plumbing  fix- 
tures, and  I  am  sure  Kohler  and  Delta  faucet  and  Pfister  would  be 
pleased  to  hear  that  they  are  totally  made  offshore,  or  padlocks  or 
textile  and  apparel  products  or  upholstered  seating.  I  used  to  rep- 
resent the  office  furniture  industry,  and  I  can  tell  you  of  450  manu- 
facturers in  the  United  States  who  make  upholstered  seating. 
These  products  are  not  made  offshore. 

When  you  start  looking,  there  are  not  products  that  are  made  to- 
tally offshore,  with  the  possible  exception  of  the  VCR,  and  I  don't 
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know  that  UNICOR  has  the  technical  abihty  to  make  a  UNICOR 
VCR.  There  is  some  place  in  this  country,  at  least  one,  according 
to  Thomas'  Register,  and  at  least  six  from  our  investigation,  manu- 
facturers of  every  one  of  those  products  that  was  put  forth  by  pris- 
on industries  as  being  offshore  products. 

Chairman  Bilbray.  Thank  you.  We  will  go  through  some  ques- 
tions so  maybe  we  can  finish  up  this  panel  before  I  have  to  go  vote, 
and  we  can  have  our  next  panelists  waiting. 

Mr.  Parker,  you  made  some  great  suggestions  that  I  want  the 
staff  to  go  over  on  some  suggested  legislation,  and  I  presume  they 
have  that  recommendation.  I  know  it  is  in  your  statement. 

But  I  would  like  you  to  work  with  my  staff  to  try  to  come  up  with 
something  there  because  we  certainly  would  be  willing  for  a  sense 
of  Congress  resolution,  plus  the  idea  that  we  had  of  trying  to  create 
some  sort  of  board  or  task  force,  like  vou  said,  we  were  talking 
about  maybe  in  each  agency  that  would  do  some  sort  of  economic 
impact  statement. 

I  am  not  sure  that  a  full  economic  impact  statement  wouldn't  be 
too  prohibitive  to  any  program,  but  at  least  some  sort  of  guidelines 
to  what  they  have  to  take  in  and  what  they  have  to  consider.  I 
think  this  is  one  thing  we  want  to  look  at  very,  very  carefully  and 
my  staff  is  willing  to  work  with  you  on  that. 

Mr.  Parker.  Thank  you. 

Chairman  Bilbray.  Other  than  this,  mostly  for  Mr.  Wilgis,  does 
the  Federal  Government  have  any  competitive  advantage  other 
than  cost,  such  as  expertise,  which  would  uniquely  qualify  it  as  a 
player  in  the  market? 

Mr.  Wilgis.  Yes,  Mr.  Chairman,  it  has  several  advantages.  It  has 
a  captive  market.  It  has  size.  It  has  significant  tax  advantages  in 
that  it  doesn't  pay  tax  where  the  private  companies  do  pay  taxes. 

Chairman  Bilbray.  I  was  thinking  back  in  regard,  for  instance, 
the  Nevada  test  site  which  is  right  outside  my  district,  but  most 
of  my  people  who  work  up  there  live  in  my  district  where  they  have 
tremendous  scientific  ability  there. 

We  know  that  there  is  a  lot  of  scrambling  going  on  between  Law- 
rence Livermore  and  Sandia  and  Los  Alamos  and  others  to  capture 
additional  business  beyond  what  the  Government  is  doing.  What  I 
am  looking  at  is  the  fact  that  if  we  have  a  lab  such  as  Lawrence 
Livermore  that  is  doing  60  percent  Government  business,  say  50 
percent,  say  they  were  doing  100  percent  a  few  years  ago  before  we 
downsized  the  Department  of  Defense  and  Department  of  the  En- 
ergy, do  we  —  what  I  think  some  of  the  proposals  that  are  being 
made  here  today  is  that  we  should  probably,  not  give  them  —  let 
them  go  out  and  compete  to  get  private  contracts  is  what  I  thought 
you  were  saying,  to  keep  that  expertise  going,  in  other  words,  if 
Lawrence  Livermore  said  we  told  them  you  cannot  compete  out  in 
private  industry,  you  are  strictly  a  Government  lab,  or  one  of  the 
big  labs  that  we  have  so  many  of  them,  you  cannot  compete  and 
try  to  make  ends  meet  because  I  know  as  a  legislator  and  a  State 
legislator  and  also  a  Congressman  over  the  years  we  have  told 
every  Government  agency,  go  out  there  and  try  to  be  competitive, 
we  can't  give  you  any  more  to  take  care  of  your  national  park  or 
any  more  for  your  State  park  when  I  was  in  the  State  legislature, 
but  you  guys  got  to  find  additional  revenue,   so  we  have  really 
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pushed  them  into  creating  campgrounds,  the  same  thing  with  the 
labs,  we  want  you  to  be  competitive  and  we  want  you  to  keep 
going,  do  additional  business,  try  to  make  it  go  because  we  can't 
give  you  an  increased  budget,  but  we  want  to  keep  that  expertise. 

In  fact,  we  want  to  keep  those  scientists  there  working  in  the 
lab,  technicians  that  are  so  finely  trained,  we  want  them  to  con- 
tinue to  work.  But  what  I  am  trying  to  do  is  see  where  we  can  per- 
haps have  a  happy  medium  there,  and  I  can  see  where  you  are  all 
being  hurt. 

At  the  same  time,  like  the  prison  industries,  we  have  certainly 
told  the  prisons  in  Nevada,  we  said,  it  is  costing  us  so  many  thou- 
sand of  dollars. 

Prisoners  find  ways  of  cutting  expenses  and  finding  ways  of 
bringing  in  additional  revenue,  so  of  course  the  prisons  have  gone 
out  and  created  goods  and  services  and  trying  to  do  things  in  hand. 

Our  basis,  I  know  I  get  a  lot  of  complaints  from  merchants  or 
service  people  out  in  the  community  that  were  mowing  the  lawns 
and  keeping  up  the  grounds  at  Nellis  Air  Force  Base.  All  of  a  sud- 
den Nellis  says  we  are  not  going  to  use  your  services  anymore,  we 
are  going  to  do  it  with  military  personnel. 

Some  of  you  were  in  the  Army  or  maybe  in  the  Navy  or  Air  Force 
like  I  was  many  years  ago  when  we  mowed  the  lawns  and  did  the 
maintenance  and  policed  the  area.  Back  in  the  1970's  and  1980's 
they  decided  that  there  was  a  lack  of  something,  that  it  was  wrong 
for  those  particular  type  of  individuals  so  they  hired  them  out. 

Now,  we  are  going  back  to  them  doing  it  again  so  what  we  are 
looking  at  is  a  happy  medium  where  we  can  cut  the  costs  of  Gov- 
ernment down  within  those  facilities,  whether  it  is  a  military  facil- 
ity, whether  it  is  a  lab,  whether  it  is  a  national  park  and  trying 
to  find  a  happy  solution. 

What  we  are  going  to  do  is  analyze  each  one  of  your  testimonies 
very  carefully  and  take  a  lot  of  suggestions  that  all  of  you  had 
here,  and  there  have  been  some  good  suggestions  come  before,  and 
maybe  come  up  with  a  report  to  the  committee  and  hopefully  poll 
our  subcommittee  and  see  if  we  can't  come  up  with  some  legisla- 
tion. 

I  like  the  idea  of  a  task  force.  I  was  thinking  more  of  a  central 
core  task  force  that  you  had  to  submit  to  and  get  permission  before 
you  could  open  a  campground  or  do  certain  facilities,  but  probably 
Mr.  Parker's  ideas  of  having  maybe  a  series  of  these  type  of  groups 
within  each  agency  might  be  much  more  practical  than  what  I  was 
suggesting. 

But  hopefully  this  group  will  stay  together  and  work  with  us  on 
this  because  we  have  got  a  problem.  I  mean  it  is  obvious  from  the 
testimony,  and  if  some  of  you  weren't  here  for  the  nonprofits  when 
we  were  talking  about  the  problems  about  nonprofits  and  of  course 
that  has  become  a  very  serious  problem. 

I  was  hoping  to  get  somebody  from  the  IRS  down  here,  but  we 
have  had  a  little  problem  with  the  people  who  are  in  charge  of  that 
particular  section  getting  down  here  to  find  out  what  we  have  got 
to  do  to  make  sure  that  nonprofits  aren't  competing  unfairly. 

We  know  how  easy  it  is  to  become  a  nonprofit.  I  have  a  member 
of  my  staff  that  told  us  she  has  a  nonprofit.  You  can  do  it  just  by 
filing  in  Nevada,  an  article  of  incorporation  as  a  nonprofit  eleemos- 
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ynary  corporation,  carrying  it  to  the  Secretary  of  State's  office,  pay 
the  fee  and  have  a  charter  issued  in  about  24  hours. 

About  2  or  3  months  later  you  get  your  letter  from  the  IRS  after 
you  submitted  your  papers  declaring  you  are  a  nonprofit,  tax-ex- 
empt organization,  1.4  million  of  them  out  there  today.  So  we  know 
that  we  have  got  a  problem. 

This  committee  wants  to  address  that  problem.  I  am  committed 
to  address  that  problem  to  see  what  we  can  do  to  help  you.  Some 
of  the  things  we  look  at  when  we  look  at  campgrounds  though,  it 
is  unquestionably  that  it  is  not  proper  for  a  Government  agency  to 
build  a  campground  within  a  few  hundred  feet,  in  some  cases,  of 
a  private  company,  but  at  what  point  if  they  are  isolated  and  there 
is  no  available  campgrounds  within  20  miles. 

Some  operators  come  in  and  say,  well,  I  have  a  campground  20 
miles  away  or  30  miles  away,  that  is  unfair  competition.  In  some 
cases,  maybe  there  is  a  need  for  it  on  the  top  of  the  mountain  or 
in  the  valley.  In  other  cases,  they  are  absolutely  destroying  private 
enterprise  so  these  are  things  we  are  going  to  have  to  look  for,  and 
there  is  going  to  have  to  be  some  sort  of  economic  impact  statement 
that  will  have  to  be  filed  by  the  Government  agencies,  and  we  will 
work  toward  that  goal. 

I  would  again  like  to  thank  all  of  you  for  coming  here  today,  and 
again  I  ask  you  to  work  with  us  and  work  with  my  staff,  if  you 
have  any  further  ideas,  and  what  I  would  like  my  staff  to  do,  and 
Mr.  Martinez  is  here  fVom  my  staff,  Felix,  if  you  will  continue  to 
work  with  the  Members  here  so  we  could  come  up  with  something 
and  work  it. 

It  is  probably  too  late  in  this  year  to  get  anything  done,  maybe 
a  resolution  of  the  sense  of  Congress  may  be  able  to  be  gotten  out, 
but  hopefully  we  could  work  it  over  this  next  5  to  6  months  so 
when  the  104th  Congress  comes  back,  hopefully,  I  will  be  one  of 
those  coming  back,  but  you  never  know,  we  have  a  2-year  contract 
and  sometimes  it  is  not  renewed,  that  we  could  then  introduce 
something  that  we  can  get  bipartisan  support  from  both  sides  of 
this  committee  to  set  up  some  guidelines  so  that  you  just  arbitrar- 
ily can't  go  out  and  do  the  things  that  have  been  testified  to  today. 

I  guarantee  you  this  committee  will  continue  to  work  this  prob- 
lem and  continue  to  work  toward  a  solution,  something  that  we  can 
get  passed  by  Congress  and  get  the  Executive  Branch  agencies  to 
consider. 

I  would  like  to  thank  you  all  for  coming  and  for  the  next  witness 
that  will  be  coming  up.  I  am  going  to  have  to  go  vote,  but  I  will 
be  back  shortly. 

Thank  you. 

[Recess.] 

Chairman  BiLBRAY.  The  hearing  will  come  back  to  order. 

At  this  time  we  have  Mr.  Schwalb,  Steven  Schwalb,  the  assistant 
director.  Educational  and  Vocational  Training  Division,  Federal 
Prison  Industries,  Federal  Bureau  of  Prisons. 

Welcome,  Mr.  Schwalb.  We  are  anxious  to  hear  your  testimony. 

We  will  put  your  entire  statement  in  the  record.  You  may  sum- 
marize if  you  so  desire,  or  whatever. 


TESTIMONY  OF  STEVE  SCHWALB,  ASSISTANT  DIRECTOR,  EDU- 
CATIONAL AND  VOCATIONAL  TRAINING  DIVISION,  FEDERAL 
PRISON  INDUSTRIES,  FEDERAL  BUREAU  OF  PRISON 

Mr.  ScHWALB.  Thank  you,  Mr.  Chairman. 

I  will  summarize  in  the  interest  of  time. 

I  appreciate  the  opportunity  to  appear  before  the  subcommittee 
and  to  discuss  two  broad  subjects.  One  is  the  dilemma  that  is  faced 
by  the  Bureau  of  Prisons  and  Federal  Prisons  Industries.  The  sec- 
ond is,  at  the  request  of  the  subcommittee,  to  focus  on  FPI's  busi- 
ness practices,  specifically  their  effect  on  small  business,  and  to  ad- 
dress the  mandatory  source  and  the  wage  differentials  between  in- 
mates wages  and  the  minimum  wage. 

First,  let  me  mention  the  dilemma  and  the  unprecedented  growth 
that  the  Bureau  of  Prisons  is  facing.  The  current  population  is 
about  85,000  inmates  in  bureau  facilities. 

Our  projections  are  that  the  population  will  grow  to  over  120,000 
by  the  end  of  this  century.  That  of  course  is  the  result  of  changes 
in  sentencing  practices,  elimination  of  parole,  and  the  imposition  of 
mandatory  minimum  sentences.  We  are  getting  inmates  who  obvi- 
ously are  serving  longer  sentences,  many  of  whom  have  more  vio- 
lent criminal  histories  who  present  increased  management  prob- 
lems for  us. 

They  are  coming  in  at  a  rate  much  faster  than  we  anticipated, 
and  of  course  we  have  no  control  over  either  the  rate  at  which  they 
come  in  or  the  rate  at  which  they  leave.  So  our  institutions  are 
very  crowded. 

We  have,  however,  enjoyed  the  support  of  the  Congress  in  appro- 
priating funds  for  30  more  institutions  to  accommodate  both  the 
current  crowding  levels  and  the  future  growth,  and  those  institu- 
tions are  in  various  stages  of  development  as  we  speak. 

Now,  the  management  of  inmates  in  the  Bureau  of  Prisons  and 
the  success  we  have  enjoyed  over  the  years  is  no  accident.  The  Bu- 
reau of  Prisons  has  a  variety  of  programs  in  place  to  help  deal  with 
the  very  crowded  institutions  and  the  very  difficult  problem  of 
managing  the  inmate  population.  One  of  the  most  critical  is  the 
Federal  Prison  Industries  Program. 

It  is  a  program  that  has  a  long  history  of  doing  exactly  what  the 
Congress  intended  when  it  passed  our  enabling  legislation  over  60 
years  ago.  According  to  a  study  that  we  just  recently  completed,  it 
is  a  program  that  works. 

The  research  study  I  am  referring  to  tracked  7,000  inmates  and 
found  that  those  inmates  who  are  involved  in  Federal  Prison  In- 
dustries work  are  not  only  less  of  a  management  problem  and  less 
likely  to  be  discipline  problems  in  the  institution  while  they  are  in- 
carcerated, but  also  upon  release  are  more  likely  to  find  work,  re- 
tain work,  not  become  recidivists,  and  enjoy  a  higher  rate  of  pay 
for  the  jobs  they  do. 

Chairman  Bilbray.  I  have  a  question  on  that. 

You  mentioned  7,000  out  of  the  85,000  are  within  the  prison  in- 
dustries workers;  is  that  correct? 

Mr.  SCHWALB.  No,  I  am  sorry.  The  inmates  who  are  part  of  the 
research  study,  there  were  7,000  inmates  who  were  part  of  the 
study. 
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Chairman  Bilbray.  How  many  are  actually  inmates?  I  presume 
that  only  a  fraction  or  a  percentage  of  the  inmates  are  within  the 
Federal  prisons  industries  programs;  is  that  correct? 

Mr.  SCHWALB.  Yes,  sir.  Right  now  our  inmate  employment  in  the 
Federal  industries  is  about  16,000  inmates,  which  is  about  20  per- 
cent of  our  total  inmate  population. 

Chairman  Bilbray.  I  have  a  question. 

You  mentioned  that  some  of  these  —  out  of  the  7,000  that  were 
surveyed,  they  had  less  problems  then  and  when  they  left.  It  would 
seem  to  me  that  the  people  who  were  picked  to  work  within  the  in- 
dustry, within  the  prison,  would  not  be  the  troublemakers,  or  do 
you  arbitrarily  —  I  mean  you  don't  draw  dots  and  say,  you  are 
working  in  the  industry,  or  who  wants  to  work  when  you  show  up? 

Do  you  screen  them  before  they  go  to  work  within  the  industries, 
or  how  do  you  select  those  prisoners? 

Mr.  Schwalb.  It  is  a  combination.  Some  inmates  come  in  with 
skills  that  are  associated  with  the  kind  of  work  done.  But  indus- 
tries work  is  a  more  desirable  type  of  work.  Industries  wages  are 
higher  than  those  paid  to  inmates  who  work  in  food  service  or 
grounds  maintenance,  and  so  on.  So  there  is  a  waiting  list. 

Most  inmates  work  in  industries  strictly  on  the  basis  of  a  senior- 
ity waiting  list. 

Chairman  Bilbray.  What  do  you  pay  a  prison  worker? 

Mr.  Schwalb.  There  are  five  pay  grades,  ranging  from  22  cents 
per  hour  to  $1.15  per  hour,  depending  on  the  skill  level  of  the  job 
required,  seniority  on  the  job,  and  so  on. 

Chairman  Bilbray.  All  right.  Proceed. 

Mr.  Schwalb.  The  unique  part  of  our  Federal  Prison  Industries 
is  that  it  has  to  balance  two  responsibilities.  One,  being  a  correc- 
tional program,  as  I  mentioned,  but  also  a  correctional  program 
that  has  to  operate  as  a  business. 

In  fact,  our  enabling  statute  contains  the  essence  of  the  dilemma 
we  face  in  terms  of  the  conflicting  responsibilities  that  we  have  to 
respond  to. 

Let  me  mention  just  a  few  of  these,  and  you  can  get  a  feel  for 
the  nature  of  the  dilemma  that  industries  faces. 

First  of  all,  the  statute  requires  that  we  employ  the  greatest 
number  of  inmates  reasonably  possible.  Now,  as  I  just  mentioned, 
our  goal  is  to  employ  25  percent  of  the  inmates  who  are  employ- 
able. We  do  not  employ  inmates  in  industries  who  are  medically  in- 
capable, or  people  who  are  in  jails  or  pretrial  facilities,  or  minimum 
security  facilities.  We  are  focusing  on  those  inmates  for  industry 
programs  who  are  in  secure  institutions  who  need  to  work  within 
a  secure  environment. 

Our  population  who  work  in  industries, s  as  I  said,  is  16,000,  but 
we  project  that  it  will  grow  to  22,000  by  the  end  of  the  century  be- 
cause of  the  growth  of  our  overall  inmate  population. 

Second,  statutory  requirement  is  that  we  concentrate  on  labor-in- 
tensive products.  That  makes  good  sense  intuitively  if  you  are  try- 
ing to  keep  inmates  busy,  but  the  dilemma  of  course  is  that  it 
makes  us  less  able  to  effectively  compete  in  the  market  because  the 
private  sector  of  course  is  always  trying  to  figure  out  ways  to  do 
things  less  labor  intensively. 


The  third  requirement  is  we  should  diversify  as  far  as  possible. 
We  have  150  products  that  we  make,  and  we  are  probably  at  the 
limit  of  how  much  further  we  can  diversify  and  still  have  enough 
expertise  to  meet  the  customers'  requirement  and  make  a  living 
doing  it. 

The  fourth  requirement  is  to  reduce  FPI's  impact  on  the  labor 
market  to  a  minimum.  That  is  something  we  try  to  do  through  di- 
versification and  selecting  as  large  a  variety  of  products  as  pos- 
sible. 

Also  we  are  required  to  minimize  to  a  reasonable  share  the 
amount  of  market  we  take  of  any  one  product  group. 

Chairman  BiLBRAY.  Would  you  explain  exactly  how  you  deter- 
mine that?  You  have  heard  the  testimony  earlier,  for  instance,  that 
Representative  Wolfs  bill  says  that  anything  that  is  manufactured 
outside  of  the  United  States  and  not  manufactured  within  the 
United  States  would  be  a  product  that  they  would  urge  you  to  man- 
ufacture and  produce. 

The  testimony  here  was  that  even  the  products  that  are  not  — 
you  go  down  to  the  K-Mart  or  the  Wal-Mart  and  you  find  a  particu- 
lar product,  and  on  the  bottom  it  says  "Made  in  Korea"  or  "Made 
in  Taiwan"  or  "Made  in  China"  that  there  are  still  American  com- 
panies out  there  that  manufacture  that  same  item. 

Now,  they  may  not  be  competitive,  because  you  know,  maybe  its 
a  httle  cheaper  product,  but  because  of  the  foreign  low-income  — 
low-cost.  But  how  do  you  determine  whether  or  not  you  are  com- 
petitive or  not,  or  is  a  product  you  should  make  that  is  not  pro- 
duced by  local  industry  to  any  effective  percentage? 

Mr.  ScHWALB.  Well,  let  me  explain.  There  are  really  two  separate 
issues  here.  One  is  our  market  share  under  our  current  statutory 
authority  where  we  sell  only  to  the  Federal  Government.  Now, 
within  this  area  we  have  a  Presidentially  appointed  board  of  direc- 
tors and  a  statutory  procedure  that  was  passed  by  the  Congress  in 
1989  which  establishes  market  impact  studies,  which  we  conduct, 
and  public  notification  when  we  are  going  to  propose  to  expand  an 
existing  product  or  produce  a  new  product.  Private  industry  then 
has  an  opportunity  to  respond  to  the  study,  to  express  the  concerns 
and  the  impacts  that  any  expansion  of  a  new  product  will  have  — 
a  decision  ultimately  decided  by  our  board  of  directors.  That  is  the 
existing  statute. 

The  proposal  that  Congressman  Wolf  has  suggested  in  his  legis- 
lation would  allow  us  to  establish  pilot  projects  with  private  indus- 
try, where  private  industry  would,  under  the  circumstances,  ulti- 
mately have  to  certify,  and  some  sort  of  demonstration  would  have 
to  be  provided  that  the  product  or  the  service  they  want  us  to  pro- 
vide is  in  fact  being  produced  offshore  and  perhaps  it  would  have 
to  be  offshore  for  a  minimum  period  of  time.  So  your  remarks  ear- 
lier I  think  are  right  on  the  target. 

The  issue  is  not  taking  a  product  which  is  now  being  made  by 
the  private  sector  and  competing  with  that;  the  only  interest  that 
this  proposal  has  to  us  is  that  it  seems  to  allow  us  an  opportunity 
to  repatriate,  if  you  will,  work  that  has  already  been  taken  off- 
shore. So  the  competition,  if  you  want  to  use  that  term,  has  already 
occurred,  or  the  displacement  of  a  job  has  already  occurred  by  the 
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fact  that  it  has  been  taken  offshore  before  Federal  Prison  Indus- 
tries could  ever  be  involved. 

Chairman  BiLBRAY.  All  right.  Please  proceed. 

Mr.  SCHWALB.  The  remaining  statutory  requirements  also  limit 
our  ability  to  successfully  perform. 

The  next  one  requires  that  we  sell  only  to  the  Federal  Govern- 
ment, as  I  mentioned.  We  are  also  required  to  provide  opportuni- 
ties for  inmates  to  learn  marketable  job  skills. 

I  would  certainly  acknowledge  that  this  begins  with  the  simple 
work  ethic,  taking  direction  from  a  foreman,  taking  pride  in  your 
work,  and  those  sort  of  things,  which,  by  the  way,  a  lot  of  employ- 
ers tell  us  are  very  important  characteristics.  Most  say  they  would 
be  happy  if  someone  showed  up  with  that  level  of  work  ethic,  and 
then  the  employer  would  teach  them  the  requirements  of  the  job. 

However,  we  have  an  awful  lot  of  industry  programs  that  provide 
inmates  with  skills  that  are  directly  marketable,  including  printing 
and  other  clearly  marketable  skills.  The  dilemma  is  that  if  we  are 
going  to  be  required  to  be  labor-intensive,  and  employ  as  many  in- 
mates as  possible,  that  means  we  are  constantly  falling  further  and 
further  behind  teaching  them  a  skill  that  is  in  fact  directly  market- 
able. 

So  we  try  to  combine  the  Federal  Prison  Industries  work  with 
our  vocational  training  program  so  that  as  many  inmates  as  pos- 
sible are  able  to  get  a  real  market  job  when  released. 

We  are  also  required  by  statute  to  sell  products  and  services  to 
Federal  agencies  at  not  to  exceed  current  market  prices.  Believe  it 
or  not,  as  I  will  explain  in  a  minute,  that  is  often  a  lot  easier  said 
than  done. 

Then  finally,  we  are  required  to  be  economically  self-sustaining 
because  we  receive  no  appropriations  for  our  operations. 

Turning  to  the  issue  of  mandatory  source,  as  I  just  mentioned, 
we  are  first  and  foremost  a  program  and  not  a  business,  and  thus, 
our  entire  growth  is  driven  by  inmate  population,  not  by  some  de- 
sire to  improve  returns  for  stockholders  or  to  increase  our  earnings. 
We  actually  do  not  consider  ourselves  to  be  competitors  with  the 
private  sector. 

The  fact  is  the  statute  addresses  this  and  says  we  should  mini- 
mize the  competition.  In  order  to  make  FPI  successful.  Congress 
set  up  a  statute  that  provides  for  a  certain  amount  of  work  to  be 
set  aside  to  Federal  Prison  Industries,  so  that  it  is  not  subject  to 
competition  between  private  sector  and  Federal  Prison  Industries. 
The  amount  of  work  set  aside  is  only  the  amount  required  to  keep 
the  inmates  employed  and  the  facilities  well  managed. 

The  mandatory  source  stipulation  requires  only  that  agencies 
contact  Federal  Prison  Industries  to  see  if  we  make  the  product, 
and  if  the  price,  the  quality,  and  the  delivery  standards  can  be  met. 
In  other  words,  it  provides  for  us  a  marketing  opportunity,  just  re- 
quiring the  phone  call  or  the  contact. 

If  requirements  can  be  met,  the  statute  does  require  the  Federal 
Agency  to  buy  the  product  from  us.  If  not,  we  grant  waivers.  To 
give  you  some  idea  about  the  quantity  of  waivers  versus  sales,  in 
fiscal  year  1993,  we  did  a  little  over  $400  million  in  sales.  We 
granted  over  $300  million  in  waivers.  Some  people  suggest  that  the 
mandatory  source  implies  we  take  all  business,  come  what  may. 
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whether  we  can  do  it  or  not,  whether  the  Federal  customer  has  an 
alternative  source  or  not,  and  that  is  simply  not  true. 

In  fact,  97  percent  of  all  of  the  waivers  applied  for  in  1993  were 
granted. 

The  fact  is  we  do  not  have  a  monopoly,  and  in  our  opinion,  we 
do  not  engage  in  unfair  competitive  practices,  because  as  I  said  ear- 
lier, we  don't  consider  ourselves  to  be  involved  in  any  competitive 
practices,  unfair  or  otherwise.  Our  view  is  that  all  that  the  manda- 
tory source  provision  provides  for  us  is  a  steady  flow  of  work. 

One  other  option  we  do  not  have  is  the  ability  to  contract  our 
work  force.  We  don't  lay  off  inmates,  we  don't  refuse  to  accept  new 
inmates  from  court  commitments.  We  have  a  daily  employment  re- 
quirement, as  I  mentioned,  which  is  growing.  So  the  mandatory 
source  does  nothing  more  than  provide  us  a  source  of  revenue  and 
regular  business  to  maintain  our  employment  base. 

I  might  also  mention  the  mandatory  source  is  a  concept  which 
is  very  common  in  prison  industries  at  the  State  level,  and  for  the 
same  reasons,  to  try  to  provide  a  steady  flow  of  work  so  that  the 
prisoners  are  occupied  and  are  learning  a  skill. 

Now,  let  me  turn  briefly  to  the  issue  of  wage  differentials.  There 
has  been  much  made  in  a  variety  of  testimony  before  this  sub- 
committee and  others  over  the  issue  of  comparison  between  inmate 
pay  and  minimum  wage.  There  are  a  lot  of  facets  to  this  compari- 
son, and  actually,  there  are  so  many  facets  that  we  think  it  almost 
makes  the  comparison  meaningless. 

The  fact  is  inmates  are  not  employees.  They  do  not  qualify  for 
unemployment  compensation.  The  money  they  receive  in  UNICOR 
or  Federal  Prisons  Industries  is  a  statutorily  allowed  gratuity. 

The  other  thing  that  many  people  underestimate  is  the  cost  asso- 
ciated with  prison  overhead.  The  fact  is  that  you  have  inmates  who 
have  an  average  of  an  8th  grade  education,  many  of  whom  have 
never  held  a  job,  do  not  even  understand  basic  work  principles, 
many  of  whom  are  recalcitrant  workers,  require  a  much  higher 
level  of  supervision  than  a  civilian  worker,  and  produce,  according 
to  the  congressionally  mandated  market  study  a  few  years  ago,  at 
a  rate  of  one-fourth  the  efficiency  of  a  civilian  worker.  When  you 
combine  those  facets,  the  fact  is  our  total  cost  of  production  on 
many  products  is  higher  than  the  private  sector,  which  creates  the 
dilemma  I  mentioned  earlier  about  us  producing  products  not  to  ex- 
ceed current  market  price.  We  waive  work  on  many  requests.  We 
grant  waivers  simply  because  we  cannot  meet  the  price  that  can  be 
received  from  a  private  vendor. 

As  I  mentioned  earlier,  we  sell  only  to  the  Federal  Government. 
To  my  knowledge,  there  are  no  State-use  industries  that  pay  mini- 
mum wage.  In  fact,  most  of  the  State  industries  that  make  license 
plates  and  other  products,  pay  their  inmates  much  less  than  we  do, 
and  quite  a  number  of  them  pay  their  inmates  nothing,  even 
though  they  sell  the  products  to  State  agencies. 

We  have  done  a  thorough  analysis  of  the  issue  of  minimum  wage. 
We  believe  it  would  cost  us  over  $100  million  more  in  expenses  to 
pay  minimum  wage.  Last  year,  as  an  example,  we  only  netted  $10 
million  in  "profit."  So  there  is  no  economically  feasible  way  for  us 
to  produce  a  product  if  we  have  to  a  pay  a  true  minimum  wage  to 
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inmates.  And  as  I  said,  that  would  be  inconsistent,  as  well,  with 
any  other  State-use  prison  industry  program  that  we  know  of. 

Federal  Prison  Industries  has  a  very  committed  relationship  to, 
and  in  many  cases,  has  developed  partnerships  with  small  busi- 
ness. We  have  subcontracting  arrangements  with  small  businesses. 

In  some  cases,  we  subcontract  to  them  on  Federal  contracts,  and 
in  other  cases  they  subcontract  to  us,  and  it  has  been  very  success- 
ful. 

We  also  do  a  lot  of  procurement  that  involves  small  business.  In 
fiscal  year  1993,  for  example,  we  procured  about  $298  million  in 
services  and  materials  and  so  on.  Of  the  $298  million,  88  percent 
was  purchased  from  small  businesses.  That  benefits  not  only  the 
businesses,  but  the  local  economies  in  which  our  institutions  exist, 
because  we  not  only  provide  for  the  benefit  to  the  local  businesses, 
we  also  of  course  pay  wages  to  the  1,600  employees  who  are 
UNICOR  employees  supervising  inmates  in  our  factories  and  who 
live  in  those  local  communities  and  spend  their  salary  money  in 
that  economy. 

Ultimately,  in  one  form  or  another,  whether  it  is  construction  of 
new  factories,  purchases  of  capital  equipment,  payment  of  salaries 
to  staff,  or  for  raw  materials,  virtually  every  dollar  in  FPI  sales  is 
ultimately  returned  to  the  private  sector. 

In  conclusion,  Mr.  Chairman,  the  most  important  role  that  the 
FPI  plays  is  not  as  a  business.  It  is  as  a  correctional  program  that 
assists  the  Bureau  of  Prisons  manage  its  inmate  population.  Again, 
we  do  not  consider  ourselves  competitors  nor  do  we  engage  in  any 
unfair  practice.  We  believe  that  the  set-aside  for  work  reserved  for 
Federal  Prison  Industries  was  deliberate  and  prudent,  and  we  be- 
lieve that  is  the  basis  upon  which  Federal  Prison  Industries  is  re- 
quired to  operate. 

Thank  you,  and  I  appreciate  the  opportunity  to  answer  any  ques- 
tions you  have. 

[Mr.  Schwalb's  statement  may  be  found  in  the  appendix.l 

Chairman  Bilbray.  Well,  thank  you. 

I  want  to  talk  to  you  about  that  figure.  You  had  nearly  $400  mil- 
lion in  sales  and  the  prison  industries  netted  $10  million  you  said 
in  profits  from  those  sales? 

Mr.  ScHWALB.  Yes. 

Chairman  Bilbray.  The  wage  which  you  stated  I  think  went 
from  22  cents  to  $1.15  per  hour.  Those  figures  just  don't  roll  right. 

Mr.  ScHWALB.  Well,  again,  there  is  some  confusion  in  people's 
minds  between  the  direct  inmate  labor  cost  and  the  total  overhead 
cost  of  production.  First  of  all,  with  regard  to  inmate  labor  cost,  as 
the  congressionally  mandated  study  pointed  out,  inmates  work  at 
about  25  percent  efficiency  rate  when  you  compare  them  to  civilian 
labor  on  the  outside.  So  if  you  just  did  the  simple  math  for  that, 
that  would  be  4  to  1,  which  means  where  there  are  inmates  making 
a  little  over  $1  an  hour,  that  means  up  to,  roughly,  $4  an  hour  in 
terms  of  equivalency  to  civilian  production. 

Chairman  Bilbray.  Even  if  you  were  paying  minimum  wage, 
let's  go  with  your  figure  of  25  percent  production  factor,  what  are 
you  charging  against  that?  I  don't  quite  understand. 
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What  do  you  charge  against  that  $400  milHon?  I  presume  the 
building  that  —  I  mean,  do  you  have  charges  against  it  to  show 
that  figure? 

Mr.  ScHWALB.  Sure,  sure.  We  would  be  happy  to  provide  that. 

Chairman  BiLBRAY.  The  electricity  provided  for  the  facility,  the 
building,  the  guards? 

Mr.  ScHWALB.  Well,  the  correctional  officers'  salaries  are  paid  for 
by  appropriated  funds.  That  is  not  part  of  our  budget,  and  we  don't 
charge  that.  We  do  charge  all  of  the  capital  expenses,  the  equip- 
ment, the  raw  material  purchases,  which  is  about  three-quarters  of 
our  operational  costs,  staff  salaries,  inmate  salaries,  utilities.  We 
are  a  corporation,  sir. 

Chairman  Bilbray.  Well,  let  me  tell  you  what  I  am  concerned 
about;  if  that  figure  is  correct  when  you  take  everything  out  and 
you  made  $10  million,  that  if  you  went  —  if  we  just  canceled  the 
program  totally,  just  canceled  it,  said  we  are  not  going  to  have  it 
anymore,  and  we  put  it  out  to  the  general  public  to  bid  on,  and  we 
sold  —  they  sold  us  $400  million  worth  of  goods,  we  would  bring 
in  probably  about  $75  million  in  taxes  alone  on  those  sales. 

What  I  am  concerned  about  is  the  fact  that,  maybe  employing, 
10,000  or  15,000  prisoners  in  some  sort  of  program  —  because  I  re- 
member when  I  was  in  the  State  legislature,  inmates  want  to  work. 
Don't  want  to  sit  in  their  cell  all  day  and  look  at  the  ceiling  or 
watch  TV;  they  want  to  work.  Because  it  makes  the  time  pass 
much  faster. 

Mr.  ScHWALB.  Sure.  That  is  true. 

Chairman  Bilbray.  So  we  had  to  create  work  programs  for  them, 
whatever,  it  was  just  like  when  you  were  in  the  Army,  when  you 
were  in  basic  training,  they  never  let  you  lay  down  and  rest,  they 
always  had  you  up  doing  something,  even  though  it  was  stupid 
jobs,  but  you  could  not  rest.  It  seems  like  the  same  sort  of  thing 
here.  That  bothers  me. 

But  what  percentage  of  —  if  you  only  show  a  net  profit  of  $10 
million,  then  in  the  overall  prison  system  with  how  many  —  what 
did  you  say,  85,000  prisoners? 

Mr.  ScHWALB.  Yes.  .    . 

Chairman  Bilbray.  I  mean,  this  whole  industry  program  is  just 
really,  just  a  work  —  just  to  keep  people  working.  It  certainly  is 
nothing  to  off'set  —  you  see,  I  always  thought  the  industry  was  try- 
ing to  offset  —  we,  in  the  State  legislature,  we  wanted  them  to 
produce  things  to  try  to  reduce  the  cost  of  the  prison  population, 
that  if  it  was  costing  us  $20,000  per  prisoner  in  the  State  of  Ne- 
vada, we  didn't  have  the  money  to  put  in  enough  as  the  cost  went 

up. 

So  we  were  trying  to  find  programs  to  try  to  offset  the  cost  of 
that  incarceration,  so  it  didn't  go  up  to  $24,000  or  $25,000  maybe 
we  could  even  reduce  it  to  $18,000.  But  from  what  your  testimony 
is  here,  we  are  really  not  saving  anything. 

The  only  benefit  that  you  can  —  to  prison  industries  is  the  fact 
that  you  are  keeping  a  number  of  prisoners  active  and  giving  them 
some  sort  of  a  minimal  payment  for  doing  so. 

Is  there  any  other  benefits,  other  than  teaching  a  skill,  as  you 
said.  But  again,  one  of  the  arguments  was  —  I  don't  know  if  you 
said  it  or  somebody  else  earlier,  that  many  of  the  prisoners  really 
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don't  leam  a  lot  of  skills  to  take  with  them  because  the  kind  of 
skills  that  they  are  learning  are  not  —  because  you  are  labor-inten- 
sive, are  not  how  to  run  a  certain  piece  of  machinery  that  will 
produce  10  times  the  amount  of  this  particular  good,  so  when  they 
go  back  out  into  private  circulation  and  start  looking  for  jobs,  their 
skills  are  like  a  mechanic  learning  in  1930  how  to  fix  a  car  and 
showing  up  in  1990,  trying  to  get  a  job  working  on  cars.  He  would 
be  completely  lost. 

Mr.  ScHWALB.  Well,  the  Federal  Prison  Industries  Program  does, 
in  fact,  provide  a  no-appropriation  cost  program  that  employs  25 
percent  of  inmates  in  our  secure  institutions,  the  penitentiaries, 
the  medium- security,  and  the  low-security  correctional  institutions. 
If  we  didn't  have  tne  FPI  program,  we  would  have  to  have  some- 
thing to  replace  it. 

Now,  you  can  argue  what  the  number  is,  but  it  would  certainly, 
in  my  opinion,  be  well  in  excess  of  $75  million  to  replace  FPI  with 
the  staff  and  the  programs,  whether  it  was  more  education,  more 
recreation,  more  vocational  training,  whatever,  to  replace  FPI  with 
something  else  for  16,000  inmates  to  do. 

Chairman  Bilbray.  So  the  solution  seems  to  be,  is  if  we  are 
going  to  keep  this  program  going,  and  I  presume  there  is  no  real 
effort  on  the  part  of  Congress  If  we  introduced  a  bill  tomorrow 
morning  to  abolish  it,  we  would  never  get  it  through.  But  the  fact 
is  what  you  have  got  to  do  is  earmark  your  businesses  to  go  toward 
what  Representative  Wolf  or  somebody  else  may  suggest  is  to  try 
to  find  goods  and  services  that  American  companies  aren't  compet- 
ing in. 

I  remember  a  few  years  ago  we  talked  about  photo  album,  that 
at  one  time  there  was  a  —  the  Americans  had  80  percent  of  the 
industry  and  over  the  last  20  years  the  Koreans  have  just  domi- 
nated the  market.  So  that  if  you  go  in  and  buy  a  photo  album  today 
in  K-Mart  or  some  place  like  that,  I  mean  you  cannot  find  one  that 
is  made  in  the  United  States.  They  are  all  made  in  Korea,  even 
though  there  are  a  couple  of  small  companies  in  the  United  States 
that  do  make  that  product,  but  there  they  are  quality  photo  albums 
and  they  don't  try  to  compete  at  K-Mart  or  Wal-Mart.  They  are  at 
quality  stores  where  the  albums  are  $20,  $30,  or  $40  and  the  ones 
at  K-Mart  are  $15  or  $10.  Is  this  the  kind  of  thing  you  are  going 
to  try  to  gear  towards  in  the  future  now? 

Mr.  ScHWALB.  Well,  that  legislation  would  provide  for  that  exact 
kind  of  authority.  We  have  had  preliminary  conversations  with  a 
variety  of  private  companies,  up  to  the  point  where  they  have  said 
yes,  there  are  a  variety  of  assembly  functions  or  manufacturing 
functions  which  we  do  not  do  in  the  United  States,  they  are  done 
offshore,  and  we  would  be  interested  in  exploring  that  with  you  if 
you  had  authority  in  determining  which  ones  had  the  most  feasibil- 
ity from  a  financial  perspective  and  production  perspective. 

Chairman  BiLBRAY.  Let's  talk  about  that  a  little  further.  You 
have  —  and  we  understand  what  you  just  said,  you  are  working 
with  various  companies  trying  to  work  out  a  cooperative  agreement 
to  work  together.  Could  you  expand  on  that  a  little  bit  and  give  me 
an  idea  of  what  kind  of  companies  you  are  working  with  and  who 
you  are  talking  to? 
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Mr.  ScHWALB.  Well,  actually  the  conversations  occurred  during 
the  two  summits  that  were  held  following  the  congressional  report 
to  which  I  referred,  to  determine  the  feasibility  of  this.  We  talked 
to  electronics  manufacturers,  we  talked  to  apparel  companies,  we 
talked  to  printing  companies,  any  number  of  companies  that  have 
products,  which  are  frankly  very  similar  to  what  we  already  do. 

We  didn't  envision  taking  on  a  whole  new  industry  that  we  didn't 
have  the  skill  for  inmates  to  be  able  to  do.  So  it  is  very  consistent 
with  the  kind  of  work  we  are  already  doing,  parallel  types  of  skills 
and  processes,  and  talked  to  companies  that  are  taking  certain  por- 
tions of  that  work  offshore  already  or  have  for  many  years,  about 
whether  or  not  from  their  perspective  it  made  sense  economically 
to  consider  working  with  us,  for  us  to  produce,  or  assemble  or 
whatever,  at  a  competitive  rate  with  the  private  industry  offshore. 

Several  of  the  companies  said  they  would  be  interested  in  explor- 
ing that.  Most  of  them  said  until  you  get  your  statutory  authority 
worked  out  or  some  pilot  authority  worked  out,  we  don't  want  to 
spend  a  lot  of  time  developing  business  plans  and  engineering 
plans  because  we  don't  know  if  you  are  going  to  have  the  authority 
to  do  it. 

As  far  as  it  went  with  the  companies  that  we  spoke  about,  be- 
tween 50  and  60  companies,  there  were  several  of  them  that  ex- 
pressed an  interest  in  exploring  this  and  thought  it  had  economic 
potential  from  their  perspective. 

Chairman  Bilbray.  Could  you  provide  to  this  committee  a  list  of 
companies  that  you  have  discussed  this  with  and  when,  with  what 
executive,  so  that  we  could  find  out  what  their  thinking  is  on  this 
matter? 

Mr.  ScHWALB.  Be  happy  to,  yes,  sir. 

[The  information  may  be  found  in  the  appendix.] 

Chairman  Bilbray.  Thank  you. 

We  talked  about  the  super  preference  and  you  did  that  in  a  little 
bit  saying  that  there  is  no  super  preference.  What  there  is,  is  the 
fact  that  if  you  can  provide  the  same  product  at  that  price  or  lower, 
a  Government  agency  must  buy  that  article  from  the  Federal  Pris- 
on Industries  unless  you  give  them  a  waiver  for  some  reason.  So 
if  I  wanted  to  buy  the  chair  you  are  sitting  in,  and  you  were  manu- 
facturing that  chair  and  ABC  industries  could  produce  that  chair 
at  $22  per  chair,  and  it  would  cost  you  $26  per  chair,  they  could 
buy  that  product  from  ABC  industries,  is  that  correct? 

Mr.  ScHWALB.  Well,  the  statute  says  we  are  supposed  to  sell  it 
not  to  exceed  current  market  price,  so  that  is  obviously  a  range  of 
prices.  What  we  do  is  constantly  analyze  the  purchases  made  by 
Federal  agencies  for  different  products  over  the  previous  year  or  2- 
year  period  to  get  an  accurate  range  of  prices.  We  price  our  product 
to  try  to  be  in  that  range,  and  if  we  can't  be  in  the  range,  we  get 
out  of  that  line  of  work. 

If  we  are  in  that  range,  however,  then  the  Federal  Agency  is  obli- 
gated to  buy  it,  provided  we  can  meet  their  delivery  schedule,  and 
so  on.  If  we  can't  meet  the  delivery  or  it  is  a  product  that  we  aren't 
price-competitive  on,  or  they  want  something  to  match  an  existing 
piece  of  equipment  or  whatever,  then  we  waive  it  and  say  we  won't 
take  the  work,  go  get  it  wherever  you  want  to  get  it. 
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Chairman  Bilbray.  Mr.  Schwalb,  let  me  tell  you  something  that 
I  feel,  and  maybe  it  is  just  a  gut  feehng.  But  it  seems  to  me  that 
with  $400  million  in  sales  and  a  $10  million  profit,  you  are  selling 
products  underneath  what  it  is  costing  you  to  produce.  You  have 
to  be.  It  cannot 

I  mean,  I  am  not  a  manufacturer.  I  have  had  a  couple  of  retail 
businesses  with  some  partners,  and  you  know,  we  have  a  keystone 
markup,  50  percent.  I  guess  in  manufacturing  the  markup  is  prob- 
ably a  lot  less  than  that. 

But  on  $400  million  in  sales,  I  have  to  believe  that  most  compa- 
nies would  make  $80  to  $90  million  a  year,  in  profit.  The  only  way 
they  would  not  make  $80  to  $90  million  worth  of  profits  is  that 
they  are  going  out  and  saying  well,  we  can  sell  this  chair,  the  Gov- 
ernment is  buying  that  chair  at  $22,  we  want  the  business,  but  we 
are  selling  this  other  chair  over  here  for  —  we  are  making  $4  or 
$5  on  it,  we  will  now  undermark  this  chair,  we  will  go  down  to  $22 
and  lose  a  couple  of  dollars  because  we  want  that  business  because 
it  keeps  our  prisoners  working;  we  can  hire  more  people  and  put 
more  people  to  work  in  the  prisons. 

It  is  a  different  philosophy.  You  are  not  there  to  make  a  profit 
for  the  prison  system;  you  are  there  to  keep  prisoners  working. 

But  on  the  other  hand,  what  I  am  looking  at  is  the  one  thing  we 
don't  want  is  items  sold.  I  mean  you  have  to  make  the  evaluation, 
whether  or  not,  in  other  words,  if  you  are  making  five  different 
chairs  and  if  you  lose  money  on  one  chair  and  break  each  on  three 
and  make  $2  or  $3  a  chair  on  the  other,  you  can  come  out  with 
a  break  even. 

Private  industry  wouldn't  do  that.  Private  industry  would  do 
what  I  think  the  Government  wants  you  to  do,  and  that  is  not 
make  that  chair  you  lose  money  on.  Private  industry  would  get  rid 
of  the  product  that  is  losing  the  money. 

But  in  your  case  you  have  a  different  motivation.  You  have  the 
motivation  to  keep  people  working.  I  am  not  condemning  that  moti- 
vation, but  I  think  that  we  have  to  look  at  it  realistically,  and  that 
is  the  gut  feeling  I  am  getting,  because  I  looked  at  those  figures. 
I  think  what  this  committee  wants  to  know  down  the  line  is  are 
we  doing  the  right  thing  by  having  a  prison  industries. 

When  I  was  in  the  Nevada  Legislature,  we  always  felt  that  we 
wanted  our  prisoners  working  and  trying  to  find  things  for  them 
to  do.  I  mean,  we  looked  at  every  State  in  the  Union.  I  always  like 
the  story  that  I  remember,  when  some  of  our  legislators  came  back 
from  Arizona  where  Grandy  Reynolds  was  getting  —  they  were 
making  their  mattresses  at  a  men's  prison  in  Arizona. 

One  of  the  800,  I  believe  it  was  Best  Western,  the  women  that 
answered  the  800  line  for  your  reservations  was  the  women's  pris- 
on in  Arizona.  So  when  you  are  talking  an  asking  for  a  hotel  room 
in  Memphis,  Tennessee,  from  Best  Western,  you  were  talking  to  a 
woman  prisoner,  maybe  it  was  3  o'clock  in  the  morning. 

Very  captive  audience,  you  never  had  to  worry  about  your 
employees's,  where  they  were.  You  knew  where  they  were  all  the 
time. 

What  we  have  to  look  at  is  the  fact  that  we  certainly,  want  to 
keep  prisoners  working,  but  I  think  this  committee  has  too  look  at 
it  real  close.  That  is  why  we  would  like  a  list  of  those  people  you 
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are  working  with.  Because  maybe  when  we  can  talk  to  them  and 
feel  where  we  are  heading,  that  maybe  —  and  again,  we  are  going 
to  evaluate  Representative  Wolfs  legislation  very  closely. 

You  are  in  favor  of  that  legislation,  I  presume,  are  you? 

Mr.  ScHWALB.  Well,  the  administration  right  now  is  working  out 
all  of  the  issues.  They  haven't  taken  a  firm  position  on  that  legisla- 
tion, principally  because  there  are  issues  still  to  be  resolved  rel- 
ative to  international  trade.  But  until  that  is  worked  out,  we  want 
on 

Chairman  BiLBRAY.  That  is  a  question,  because  we  have  been 
condemning  the  Chinese  for  using  prison  labor  and  saying  they 
should  not,  have  Most  Favored  Nation  Treaty  status  because  they 
use  prison  labor,  and  yet  we  are  using  prison  labor. 

God,  if  that  is  not  the  pot  calling  the  kettle,  I  —  but  do  you  have 
any  questions,  Felix? 

We  would  like  to  thank  you.  Mr.  Schwalb,  this  was  not  an  inqui- 
sition today.  We  are  just  trying  to  get  to  the  answers.  We  appre- 
ciate you  coming  in  and  testifying. 

We  would  like  to  work  witn  you,  because  we  certainly  want  the 
prisons  to  become  areas  of  training;  where  hopefully  the  recidivism 
rate  will  improve,  where  we  are  not  sending  back  the  greater  bulk 
of  our  prisoners  going  back  to  prison. 

At  the  same  time,  we  want  to  make  sure  that  what  American  in- 
dustries can  produce,  can  be  sold  and  not  in  competition  with 
State-run  industries.  Unfortunately,  you  are  just  like  the  tip  of  the 
iceberg.  I  mean,  you  heard  from  the  Department  of  Interior  to  the 
Park  Service  to  the  Department  of  Defense,  everybody  is  getting  in 
to  private  enterprise. 

Mr.  Schwalb.  I  did  hear  that  we  are  in  good  company  with 
churches  and  old  folks  homes.  So  that  was  comforting. 

Chairman  BiLBRAY.  Yes. 

We  thank  you  again,  Mr.  Schwalb. 

Mr.  Schwalb.  Thank  you. 

Chairman  BiLBRAY.  The  meeting  is  concluded. 

[Whereupon,  at  3:30  p.m.,  the  hearing  was  adjourned,  subject  to 
the  call  of  the  chair.] 
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Opening  Statement  of  the 
Honorable  James  H.  Bilbray 

June  28,  1994 

Today,  the  Subcommittee  continues  its  series  of  hearings  on  unfair  competition  from  government 
and  government  supported  entities.  As  stated  in  our  first  hearing  on  June  16,  the  Subcommittee 
enters  these  hearings  with  an  open  mind  but  aware  of  a  number  of  concerns  that  have  been 
raised  by  the  small  business  community  in  a  number  of  areas  in  which  the  government  has  begun 
to  compete  with  the  private  sector. 

The  government  is  faced  with  an  ever  increasing  dilemma.  More  and  more,  the  Congress  is 
calling  upon  federal  agencies  to  be  ever  more  fiscally  stringent  and  self-sufficient.  The  answer 
to  this  mandate  is  often  to  take  government  know-how  and  ability,  and  enter  the  commercial 
marketplace.  This  now  puts  us  on  the  tip  of  a  double  edged  sword.  How  do  you  prevent 
government  activities  from  hurting  the  private  sector,  and  small  businesses  in  general,  while  at 
the  same  time  achieving  the  fiscal  responsibility  that  this  government  must  reach? 

To  this  end,  and  as  many  witnesses  today  and  at  our  last  meeting  stated,  I  am  advocating  the 
creation  of  a  Federal  Advisory  Commission  to  advise  federal  agencies  and  Congress  on  what  the 
best  course  of  action  can  be  to  remove  the  threat  of  this  double  edged  sword.  It  is  important 
that  many  of  these  situations  be  evaluated  on  an  individual  basis.  If  dialogues  have  begun,  as 
I  have  become  aware,  between  industry  groups  and  federal  agencies,  those  dialogues  and  the 
actions  that  they  promote  must  be  encouraged  and  expanded. 

Today  we  have  two  distinguished  panels.  The  first  panel  will  begin  with  an  overview  of  the 
problem  and  an  update  from  last  year's  hearings.  This  will  be  followed  by  some  specific  areas 
of  concern  that  have  been  brought  to  the  Subcommittee's  attention.  Our  witnesses  include: 
Mitch  Parker,  National  Association  of  RV  Parks  and  Campgrounds;  Herb  Wilgis,  American 
Council  of  Independent  Laboratories;  Kenneth  Driessen,  Professional  Services  Council;  Glenn 
Rizner,  Helicopter  Association  International;  Doc  Milner,  National  Tour  Association;  Susan 
Perry,  Prison  Industries  Reform  Alliance;  and  Karen  Hastie- Williams,  MAPPS. 

The  Subcommittee  sought  to  bring  in  a  number  of  representatives  from  the  government  agencies 
that  will  be  discussed  here  today.  However,  due  to  time  constraints  and  schedule  changes,  we 
were  not  able  to  get  the  representation  that  we  desired.  However,  we  are  thankful  that  Steve 
Schwalb,  Assistant  Director  at  the  Federal  Bureau  of  Prison,  Federal  Prison  Industries  has  been 
able  to  join  us.  I  hope  that  in  the  future  we  will  be  able  to  bring  other  representative  before  us. 

Thank  you  all  for  attendance  and  we  look  forward  to  your  testimony. 
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Restoring  Balance  Between  the  Private  Sector 
and  Federally-Funded  Competitors 

Mr.  Chairman  and  members  of  tlie  Subcommittee,  I  am  Kenneth  Driessen, 
President  and  CEO  of  the  MRJ  Group,  a  employee-owned,  high-technology 
services  small  business  in  Fairfax,  Virginia.  I  appear  today  as  a  representative  of 
the  Professional  Services  Council,  a  technology  services  trade  association  of  over 
130  leading  companies  and  associations,  engaged  in  providing  technology 
services.   Over  30%  of  the  PSC  membership  are  small  businesses. 

To  briefly  describe  the  services  industry,  I  would  tell  you  that  we  are  the  fastest 
growing  industry  in  the  United  States,  at  about  13%  per  year.  Services  firms 
employ  over  3.5  million  high-skilled  women  and  men  across  the  nation,  who 
generate  over  $250  billion  in  revenues.  It  is  said  that  many  women  and  minority 
small  businesses  start  in  the  services  field,  because  of  the  low  capital  expenditure 
needed  to  get  started  and  the  heavy  reliance  on  an  individual's  specialization  or 
expertise.  Clearly,  the  comparative  advantage  in  the  world  economy  for  this 
country  has  moved  into  the  services-  and  particularly  the  technology  services-- 
industry. 

Even  as  the  services  industry  grows,  there  exists  a  leash  that  restrains  movement 
beyond  where  we  are  today.  Tiiat  leash  is  held  by  the  federal  government  in  its 
policy  and  oversight  of  entities  unfairly  competing  with  private-sector  companies 
for  federal  contracts.  PSC  has  continually  promoted  restoring  the  proper  balance 
between  the  private  sector  and  federally-funded  competitors. 

Our  industry's  battle  against  unfau-  government  competition  for  program  funds 
and  contracts  ranges  from  the  Department  of  Defense  (DoD)  depots,  on  which  I 
will  speak  very  briefly,  to  the  federally-funded  research  and  development  centers 
or  FFRDCs,  on  which  1  will  focus  the  majority  of  my  testimony. 


DoD   Depots 

When  a  government  depot  is  ruled  to  be  eligible  to  compete  for  a  contract  being 
held  as  a  small  business  set  aside,  to  me,  that  is  the  world  turned  up-side  down. 
But  this  is  exactly  what  happened  in  the  ca.se  of  Ogden  Air  Services,  a  DoD  depot, 
competing  for  a  small  business  set  aside,  a  few  years  ago.  While  this  particular 
problem  has  been  resolved  by  a  legislative  change,  it  illustrates  the  latitude  of 
abuse  that  exists  with  the  laws  and  regulations  on  the  books  today. 

PSC  and  other  industry  associations  have  frequently  testified  before  the  House 
Armed  Services  Subcommittee  on  Readiness,  in  opposition  of  the  public  law 
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mandate  allowing  the  government  depots  to  compete  with  its  taypaying  private 
companies  for  work  on  those  depots.  Yet,  Congress  has  bowed  to  the  pressures 
of  the  federal  employees  and  requires  the  practice  to  continue,  despite  the  fact 
that  DoD  officials  have  publicly  stated  that  the  competitions  for  depot  work,  do 
not  provide  a  "level  playing  field."  This  has  created  an  untenable  situation  that  is 
not  expected  to  be  resolved  entirely  in  the  near  future. 

In  addition  to  the  direct  competition  PSC  members  have  experienced,  the  depots 
have  also  found  a  way  to  compete  with  the  private  sector  indirectly.  This 
Committee  received  written  testimony  from  the  Associated  Equipment 
Distributors,  describing  the  cooperative  agreements  entered  into  by  DoD  depots 
and  the  Regional  Equipment  Centers  (RECs).  Under  the  agreement,  the  depots 
grant  excess  equipment  directly  to  the  RECs,  rather  than  disposing  of  it  through 
normal  channels  (like  equipment  grants  to  states).  The  RECs  then  use  this  depot 
equipment  to  compete  directly  with  the  private  equipment  rental  market.  The 
implications  of  this  venture  form  a  triple  jeopardy:  taxpayers  dollars  are  being 
used  to  buy  the  equipnient  for  depots  which  they,  in  turn,  give  away  the 
equipment  without  recouping  any  costs,  revenues  are  lost  because  the  RECs  pay 
no  taxes  on  revenues  generated  from  rental  fees;  and  further  tax  revenues  are  lost 
because  the  RECs  are  usurping  private  sector  opportunity  to  generate  taxable  fees 
for  use  of  the  DoD  depot  equipment.  This  example  outlines  the  broad  range  of 
implications  on  misuse  of  taxpayers'  dollars. 

In  short,  this  very  complicated  issue  between  the  public  and  private  sectors  for 
depot  competition  should  follow  one  of  the  basic  tenets  of  our  government,  set 
forth  early  on  by  President  Roosevelt:  the  private  sector  should  be  used  for  those 
functions  where  they  have  a  capability  and  their  government  should  not  compete 
with  them. 


Issue  of  FFRDCs 

Turning  to  the  issue  of  FFRDCs,  the  tax-paying  companies  represented  by  the 
PSC  are  increasingly  concerned  about  improper  use  of  these  entities  by  federal 
agencies.  The  result  of  this  inappropriate  use  is  loss  of  opportunity  by  businesses 
to  compete  for  federal  contracts,  loss  of  federal  tax  revenues  from  such 
companies,  and  waste  of  government  funds  due  to  lack  of  competition. 

Origins:  FFRDCs  were  created  nearly  50  years  ago  to  fill  a  gap  between  what 
the  federal  government  perceived  it  could  do  for  itself  and  what  the  government 
perceived  private  industry  could  not  do.  Initially  conceived  as  organizations  with 
limited  charters,  approximately  40  now  support  federal  agencies  and  receive 
about  SIO  billion  m  federal  funds  each  year.  Over  10%  of  the  entire  federal 
R&D  budget  goes  to  FFRDCs  on  a  fee  bearing,  but  tax  exempt,  basis. 
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Current  Situation:  Today,  private  industry,  including  many  small  businesses, 
can  do  most  of  the  work  that  FFRDCs  do,  but  is  not  allowed  to  compete  for  this 
work.  Tremendous  capabilities  exist  in  the  small  business  community  today. 
This  Committee  has  witnessed  the  successes  in  the  research  and  development  field 
through  reports  of  the  Small  Business  Innovative  Research  Program.  Those 
small  businesses  do  not  have,  in  many  cases,  an  opportunity  to  compete  for  an 
agency  R&D-type  project,  due  to  the  encroachment  by  FFRDCs.  How  does  this 
happen?  They  enjoy  close  access  to  the  federal  users  of  services.  As  a 
requirement  is  defined,  the  FFRDC  is  there  to  indicate  an  ability  to  meet  the 
agency's  need.  The  process  is  invisible  and  competitive  sources  learn  about  the 
assignment  well  after  the  fact,  if  ever. 

One  recent  example  of  this  is  when  a  DOE  lab  was  awarded  a  project  to  perform 
work  in  a  particular  area  of  expertise,  while  program  officials  knew  that  a 
private-sector  company  had  been  performing  the  exact  same  services  for  a 
project  in  another  state.  According  to  the  program  officials,  there  was  never  a 
formal  announcement  or  market  survey  done,  in  order  to  assess  private  sector 
capability.  Had  this  been  announced,  a  small  business  with  that  area  of  expertise 
may  have  opted  to  respond,  and  could  have  been  found  to  be  most  qualified  to 
win  the  contract.  The  opportunity  was  never  given.  We  have  found  that  the 
government  "buyer"  avoids  the  rigors  of  the  competitive  process  and  the  FFRDC 
gains  special  advantages  in  shortcutting  normal  procurement  requirements. 


Unfair  Competition:  Speaking  to  the  issue  on  which  this  hearing  has  focused, 
let  me  outline  the  unfair  competition  and  tax  treatment.  Although  numerous 
FFRDCs  are  touted  as  "non-profit,"  they  never  the  less  receive  fees  tax-exempt 
fees,  from  the  federal  agencies  for  which  they  work,  that  are  comparable  to  or 
greater  than  private  industry's  after-tax  fees.  To  give  you  a  contrast,  these 
groups  make  nontaxable  fees  as  high  as  4  to  6%,  if  they  were  a  tax-paying  private 
company  that  would  be  like  getting  8  to  10%.  My  company,  for  example,  makes 
in  the  4  to  6%  range,  after  tax.  In  effect,  these  nonprofits  enjoy  a  net  "profit" 
that  is  greater  than  that  of  most  private  tax-paying  firms,  but  awarded  on  a 
noncompetitive  sole-source  basis.  With  those  fees,  FFRDCs  can  expand  their 
capabilities  and  invest  substantial  funds  in  marketing  other  government  agencies. 
Small  businesses  are  harmed  by  this  seemingly  unlimited  funding  for  marketing, 
as  small  businesses  have  limited  resources  to  seek  out  new  agency  markets. 

These  fees,  as  large  or  larger  than  private  firms'  after-tax  fees,  are  received 
despite  the  fact  that  they  enjoy  virtually  risk-free  business  and  financial 
conditions.  Such  stable,  low-risk  business  witii  annual  funding  and  no-risk 
contracts  stands  in  contrast  to  that  of  private  industry  firms  that  must  compete  for 
most  work  and  bear  significant  financial  risk  in  many  cases.   We  all  know  that  the 
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willingness  of  small  business  entrepreneurs  to  take  the  enormous  risk  of  starting  a 
business  is  the  engine  of  growth  and  technological  advancement  in  this  country. 
It  is  unfair  to  impede  these  heroines  and  heroes  by  fostering  unfair  competition. 


Inappropriate  Growth:  The  extraordinary  time  and  effort  historically  needed 
to  compete  contracts  with  private  industry  perpetuates  the  government's  tendency 
to  place  work  with  FFRDCs  on  a  sole  source  basis.  Because  it  is  easy  for 
government  personnel  to  place  work  with  them,  the  services-oriented  DoD 
FFRDC  budgets  continued  to  grow  at  a  time  when  the  DoD  budget  was  in  decline 
and  private  sector  firms  were  being  cut  back  in  DoD  work.  From  1985  to  1992, 
the  eight  DoD  services-oriented  FFRDCs  grew  almost  50%  in  funding  (to  $1 
billion)  and  24%  in  staff  (to  7000).  At  the  same  time,  the  DoD  Procurement 
budget  decreased  by  60%.  Government  personnel  will  admit  off  the  record  that 
FFRDCs  receive  work  not  necessarily  because  they  are  uniquely  qualified,  but 
because  it  is  so  easy  to  contract  with  them.  Some  DoD  officials  view  them  as 
"free"  because  they  are  a  line  item  in  the  budget  and  "the  dollars  must  be  used." 
Tliese  conditions  reinforce  wasteful  practices. 

Their  growth  was  frequently  accomplished  by  expanding  beyond  their  original 
missions  and  outside  of  the  original  sponsoring  agency.  Often  they  established 
multiple  FFRDC  entities  and  closely  related  non-FFRDC  entities.  This  has 
resulted  in  a  blurred  and  ambiguous  legal,  regulatory,  organizational  and 
financial  picture,  thereby  confusing  their  customers.  For  example,  MITRE  was 
established  originally  to  support  the  Air  Force  Systems  Command  and  now  it  has 
three  separate  entities  supporting  various  DoD  agencies,  as  well  as  civilian  agency 
groups  and  several  non-FFRDC  entities.  Recently,  several  PSC  members, 
including  an  8(a)  firm  as  a  subcontractor,  ran  up  against  the  "expansion  group" 
when  proposing  for  a  contract  with  the  National  Oceanic  and  Atmospheric 
Agency  (NOAA).  Several  months  after  proposing,  the  groups  were  informed 
that  the  contract  would  not  be  awarded,  but  rather  a  contract  similar  in  scope  was 
given  to  the  Federal  Aviation  Administration's  (FAA)  FFRDC.  Since  that  time, 
NOAA  has  scaled  back  the  intended  FFRDC  role,  but  that  work  could  have  and 
would  have  been  performed  by  private-sector  companies.  Instead,  the  FAA's 
FFRDC  is  working  for  NOAA. 

In  other  examples.  Aerospace  Coiporation  works  for  NASA,  the  intelligence 
community,  and  the  Strategic  Defense  Initiative  Office  (SDIO).  MITRE  works 
for  the  Federal  Aviation  Administration  (FAA),  the  Federal  Bureau  of 
Investigation  (FBI),  the  Department  of  Health  and  Human  Services,  the  National 
Oceanic  and  Atmospheric  Administration,  the  IRS  among  many  other  agencies. 
It  is  as  easy  as  reading  the  annual  reports  of  Mitre  and  Aerospace  to  gather  their 
plans  of  expansion  into  new  civilian  markets. 
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Focus  by  Congress:  The  abuse  of  FFRDCs  has  not  been  an  issue  that  has  gone 
unnoticed  by  Congress  or  agencies'  oversight  offices.  In  fact,  year-after-year 
legislative  reports  describe  Congress'  concern;  hearings  have  uncovered  examples 
of  mismanagement,  waste  and  abuse;  and  just  recently  FFRDC  budgets  began  to 
be  very  modestly  cut  in  recognition  of  the  diminished  need  for  the  special 
purpose  entities.  Congressional  inquiry  has  prompted  FFRDCs  investigations  and 
reports  for  more  than  a  decade  by  the  Congressional  Research  Service  (CRS), 
General  Accounting  Office  (GAO)  and  agency  inspectors  general  (IGs),  as  well  as 
a  thorough  review  by  the  Office  of  Federal  Procurement  Policy  (OFPP).  A 
compilation  of  brief  exceipts  from  Congressional  documents,  and  investigations 
and  reviews  are  attached  to  this  testimony. 

Let  me  read  a  quote  made  by  Senator  Levin,  "A  serious  problem  exists  involving 
America's  high  technology  small  business  [becau.se  of]  the  improper  diversion  of 
federal  research  and  development  contracts  from  private  industry  to 
Government-owned  |sicl  research  facilities  known  as  federally  funded  research 
and  development  centers  or  'FFRDCs.'"  This  statement  was  not  made  in  1993  or 
1991  or  even  in  the  1990s.  Senator  Levin  made  this  statement  at  a  1987  Senate 
Small  Business  Committee  hearing.  Yet.  little  has  been  done  to  change  the  course 
of  events  from  that  time  to  June  1994.  PSC  hopes  Congress  will  avoid  another 
decade  of  movement  by  the  FFRDCs  into  private  R&D  contracts. 


Conclusions 

Just  enforcing  current  laws  and  policy  can  ameliorate  the  situation  and  save  the 
government  money.  Downsizing  the  FFRDCs  is  a  step  that  can  save  even  more, 
while  increasing  the  competition  o\'  ideas.  While  Congress  has  taken  some  positive 
actions  to  curb  FFRDC  growth,  the  reasons  to  do  so  have  increased.  As  the  DoD 
budget  continues  to  decline,  one  of  the  most  promising  actions  is  to  enforce  rules 
about  the  use  of  FFRDCs,  so  thai  most  professional  services  are  competitively 
procured.  If  officials  were  required  to  make  an  honest,  due-diligence  effort  at 
surveying  private  sector  capabilities  before  executing  FFRDC  sole-source 
certifications,  as  required  by  the  Federal  Acquisition  Regulations,  much  more 
work  would  be  competed  and  made  available  to  small  businesses.  Savings  can 
thus  be  achieved  in  the  short  term  and,  if  action  is  taken  to  scale  back  the 
FFRDCs  to  their  original  limited  roles,  the  long  term  result  will  be  that  the 
government  can  use  the  free  marketplace  to  shift  priorities,  without  the  inertia 
represented  of  large  FFRDC  staffs  federally  protected  from  change. 
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RECOMMENDATIONS 

Widespread  award  of  sole-source  business  to  captive  non  profits,  known  as 
FFRDCs.  requires  a  series  of  fundamental  ciianges  in  management,  policy  and 
regulations.   As  a  first  order.  PSC  recommends  the  following: 


Action  1 :    Department  of  Treasury  Review 

The  growth  of  501(c)(3)s  has  exceed  1  million  entities.  The  Department  of 
Treasury  should  review  the  amount  of  revenues  flowing  through  the  non  profit 
system  and  report  on  the  tax  implications  of  the  present  laws,  in  terms  of  lost 
revenues. 


Action  2:    Small  Business  Administration  Study 

Congress  should  direct  the  Chief  Counsel  for  Advocacy  at  the  Small  Business 
Administration  to  study  the  impact  on  technology  services  small  businesses  of 
FFRDCs  movement  outside  of  tiicir  original  intent  and  mission  and  into  private 
sector  marketplaces. 


Action  3:    Commission  to  Review  the  Current  Role  of  FFRDCs 

Similar  to  the  Base  Realignment  and  Closure  Commission,  a  special  public/ 
private  commission  should  be  formed  to  determine  the  present  need  and  future 
role  for  these  special  puipose  entities,  in  light  of  the  significant  capabilities  which 
now  exist  in  the  tax  paying  private  sector  to  do  the  same  work. 


Mr.  Chairman,  thank  you  for  your  leadership  in  holding  these  hearings,  to  bring 
sunshine  to  this  issue.  We  appreciate  having  the  opportunity  to  share  our 
concerns  and  recommendations  with  your  committee.  I  would  be  happy  to 
answer  any  questions  you  may  have. 
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Recent  Congressional  Statements 

In  the  FY  95  House   Transportation    Appropriations   Bill  the  Committee 

language  states  that: 

"...the  Committee  does  not  believe  that  continuation  of  the  special 
relationship  of  an  FFRDC  (and  the  FAA)  is  justified.  Section  35.017  of  the 
Federal  Acquisition  Regulations  specify  that  an  FFRDC  should  only  be  used 
to  meet  'some  special  long-term  research  or  development  need  which 
cannot  he  met  as  effectively  by  existing  in-home  or  contractor  resources.' 
Furthermore,  the  basic  mission  of  the  FFRDC  should  be  stated  clearly 
enough  to  enable  differentiation  between  work  which  should  be  performed 
by  the  FFRDC  and  that  which  should  be  performed  by  other  organizations 
...(t)he  Committee  believes  that  competition  will  result  in  the  FAA 
receiving  much  of  this  support  for  lower  cost  than  is  currently  being 
paid." 


The  DoD  Authorization  Act  June  14,  1994,  the  Senate  Committee  on  Armed 
Services  Report  aLso  gives  some  insight  into  Congressional  findings  on  FFRDC 
activity.  It  states  that: 

"...the  committee  proposed  freezing  the  salary  of  FFRDC  employees.  This 
proposal  was  not  enacted  into  law  based  on  assurances  from  the  Defense 
Department  and  from  several  top  managers  of  individual  FFRDCs...(l)ater 
in  the  year,  the  committee  became  aware  of  serious  allegations  that  some 
FFRDCs  had  granted  suhsiaiuial  raises  to  top  management  personnel  while 
laying  off  lower  ranking  workers." 

"The  second  issue  is  the  role  of  FFRDC  derivative  organizations. ..(T)he 
creation  of  such  entities,  both  as  affiliated  FFRDCs  and  non-FFRDCs,  has 
resulted  in  an  ambiguous  legal,  regidatory,  organizational,  and  financial 
situation.  For  example,  there  have  been  allegations  that  government  users 
granted  inappropriate  award  preferences  because  they  did  not  realize  that 
a  non-FFRDC  affiliate  of  an  FFRDC  was  not  covered  under  the  agency 
sponsorship  agreement  with  the  FFRDC." 


Bill  1298,  from  the  Senate  Armed  Services  Committee,  June  30,  1993  states 

in  Report  No.  103-1 12  that: 

"...Since  the  development  of  the  legislation  in  section  2367  of  title  10,  the 
committee's  concern  that  the  Department  (of  Defense)  has  lost  control  of 
its  FFRDCs  has  continued  to  grow.  The  committee  has  been  told  that  the 
total  personnel  assigned  to  FFRDCs  is  not  declining  in  proportion  to  the 
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overall  drawdown  in  acc/uisirion  spending  and  is  even  increasing  in  some 
cases. " 

Bill  2401,  from  the  House  Committee  on   Armed  Services,  June  14,  1993 

states  in  Report  No.  103-200,  section  213  that: 

"  This  section  would  limit  the  obligations  of  (FFRDCs)  to  levels  that  do  not 
exceed  90  percent  of  the  obligations  incurred  in  fiscal  year  1993.  The 
purpose  of  this  provision  is  to  control  the  growth  of  FFRDCs,  which  has 
been  excessive  in  the  view  of  the  downsizing  of  the  military  and  the 
contractor  base. " 


Senate  DoD  Appropriations  Bill  HR  3116  states: 

"The  Committee  remains  disappointed  with  attempts  by  the  Office  of  the 
Secretary  of  Defense  [OSD]  and  the  armed  services  to  manage  defense 
(FFRDCs)  and  to  reduce  overall  funding  for  these  organizations  to  reflect 
the  continued  decline  in  defense  spending.  The  Committee  finds  it 
unacceptable  that  OSD  cannot,  with  precision,  identify  the  total  amount 
of  funds  in  the  fiscal  vcar  1994  budget  request  for  defense  FFRDCs. 

The  Committee  is  far  from  convinced  that  maintaining  the  essential  core 
capabilities  of  the  FFRDCs  -  a  goal  it  supports  -  requires  the  funding  and 
personnel  levels  claimed  as  desirable  by  the  FFRDCs  and  their  sponsors." 

The  Senate  Governmental  Affairs  Committee,  Subcommittee  on  Oversight 

of  Government  Management  Repon,  1992 

"(t)he  Subcommittee  report  demonstrates  that  FFRDCs  today  operate 
under  inadequate,  inconsistent  patchwork  of  federal  cost,  accounting  and 
auditing  controls,  whose  deficiencies  have  contributed  to  the  wasteful  or 
inappropriate  use  of  millions  of  federal  dollars  by  FFRDCs." 

"Stronger  federal  controls  over  FFRDC(s)...niust  be  put  in  place  as  soon 
as  possible. " 

The  Senate  Small  Business  Committee  hearing  in  April  1987  found  that: 
There  existed  "  a  serious  problem  involving  America's  high  tech 
small  business  community  (because  of)  the  improper  diversion  of 
Federal  research  and  development  contracts  from  private  industry  to 
Government-owned  [sic  J  research  facilities  known  as  Federally  Funded 
Research  and  Development  Centers  or  'FFRDCs'." 
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Recent  Agency  Oversights 


OFPP  Policy  Letter  84-1.  1994 

"A  thorough  assessment  of  existing  alternative  sources  for  meeting  these 
(R&D)  needs  is  especially  important  prior  to  establishing  an  FFRDC." 


DoD  I.G.  Audit  Report  No.  94-012,  1993 

"DoD  sponsors  did  not  perform  adequate  reviews  and  did  not  document  the 
special  technical  needs  and  mission  requirements  for  the  10  FFRDCs.  As  a 
result,  the  bases  for  the  most  recent  sole-source  contracts  to  the  FFRDCs 
were  not  adequate.  In  addition,  the  Navy  was  using  field  analysts  from  the 
Center  for  Naval  Analyses  without  determining  whether  that  was  the 
most  efficient  and  effective  use  of  resources." 

"DoD  sponsors  did  not  follow  established  policies  and  procedures  for 
performing  comprehensive  reviews  of  FFRDCs  and  justifying  renewal  of 
tlieir  sole-source  contracts. 


Follow-Up  Audit  Report  No.  93064014.  1993 

A  follow-up  audit,  stated  that  "...the  (Air  Force)  Space  and  Missile  Systems 
Center  had  not  fullx  implemented  procedures  to  review  and  validate 
FFRDC  billing  accuracy,  and  the  Electronic  Systems  Center  had  not 
effectively,  implcmciued  procedures  to  evaluate  FFRDC  performance." 


CRS  Report  for  Congress  No.  93-549,  1993 

Established  that  "...congressional  and  non-congressional  critics  have 
expressed  increasing  concern  over  the  growth  of  some  FFRDCs,  the 
diversification  of  sonw  center  activities  into  areas  beyond  the  scope  of  their 
original  mission,  and  apparent  FFRDCs  competition  with  the  private 
sector  for  federally  supported  contracts. " 


Air  Force  Audit  Agency  Report  No.  0056410,  1991 

Stated  that  "...non-FFRDC  contract  support  was  less  costly  than  support 
provided  by  the  Aerospace  and  Mitre  corporations. ..(and  that)  Air  Force 
Materiel  Command  prognnn  managers  approved  sole-source  taskings  for 
the  use  of  FFRDCs  without  determining  whether  in-house  or  non- 
FFRDC  contracioiw  cuulil  m coniplish  the  work." 
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DoD  IG  Report  No.  90-041,  1990 

Stated  that  "...non-FFRDC  contract  support  was  less  costly  than  support 
provided  by  the  Aerospace  and  Mitre  corporations... (and  that)  Air  Force 
Materiel  Command  program  manai>ers  approved  sole-source  tasking s  for 
the  use  of  FFRDCs  without  determining  whether  in-house  or  non-FFRDC 
contractors  could  accomplish  the  work." 


GAO  Report  NSIAD-88-22,  1988 

Stated  that  "...the  .special  relationship  FFRDCs  had  with  their  sponsors 
restricted  competition.  Due  to  the  lack  of  competition,  the  government 
was  limited  in  its  ability  to  know  whether  non-FFRDCs  could  do  the  work 
better  or  at  less  cost." 
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not®, 

Pf  NATIONAL  TOUR 
ASSOCIATION,  INC. 


TESTIMONY  SUBMITTED  BY  S.  BURKETT  "DOC"  MILNER 

PRESIDENT,  NATIONAL  TOUR  ASSOCIATION 

BEFORE  THE 

SUBCOMMITTEE  ON  PROCUREMENT,  TAXATION  AND  TOURISM 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

JUNE  28,  1994 

Chairman  Bilbray,  Ranking  Member  Congressman  Baker,  members  of  the 
subcommjttee,  my  name  is  Doc  Milner,  President  of  the  National  Tour 
Association  and  owner  of  a  small  business  tour  company  based  in  SpringGeld, 
lUinois.  It  is  with  great  pleasure  I  accept  this  opportunity  to  speak  before 
you  today  and  represent  the  views  of  die  National  Tour  Association, 
otherwise  known  as  NTA   As  you  know,  NTA  has  been  in  the  forefront  iu 
documenting  to  Congress  the  unfairness  in  the  marketplace  caused  by  many 
non-profit,  tax-exempt  and  governmental  organizations  which  engage  in  the 
sale  of  travel  and  do  not  pay  the  unrelated  busuiess  income  tax  on  their 
profits.  Tliis  issue  has  consistently  been  identified  for  the  past  eight  years  by 
the  600  tour  operator  companies  of  NTA  as  the  number  one  government 
related  issue  impacting  member  companies 

NTA's  position  on  the  issue  of  non-profits  and  imfair  competition  is 
straightforward  and  well-estabUshed.  Unfair  competition,  as  defined  by 
NTA,  occurs  when  a  tax-exempt  organization  --  a  non-profit  group  or 
government  subsidized  agency  -  sells  goods  and  services,  on  a  frequent  and 
on-going  basis,  using  its  special  privileges.  The  orgamzation  does  not  use 
for-profit  intermediaries  to  provide  its  goods  and  services;  radier,  it  sells 
similar  products  to  compete  directly  with  private,  for-profit  businesses. 

In  fact,  NTA  is  a  founding  member  of  the  Business  Coahtion  for  Fair 
Competition  (BCFC),  an  alliance  of  trade  professional  associations 
representing  thousands  of  U.S.  businesses  in  all  areas  of  the  economy.    Its 
members  are  dedicated  to  educating  Congress,  the  public  and  others  about  the 
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nature  and  scope  of  the  problems  caused  by  non-profits  or  publicly-ftuided 
organizations  engaged  in  commercial  activities  in  direct  competition  with 
existing  tax-paymg  businesses. 

For  your  background,  the  National  Tour  Association,  headquartered  in 
Lexington,  Kentucky,  is  the  primary  domestic  escorted  tour  industry 
association  in  North  America    Oui  membership  mcludes  the  most 
comprehensive  cross-section  of  travel  professionals  in  North  America.  The 
association  has  600  tour  company  members.  In  addition,  we  have  nearly 
2,400  supplier  members  such  as  hotels,  attractions,  restaurants  and 
transportation  earners,  and  800  destination  marketing  organization  members, 
such  as  state  tourism  offices,  convention  and  visitors  bureaus  and  chambers 
of  commerce. 

While  there  are  some  3,800  members  of  this  association,  it  is  primarily  an 
association  diiven  and  run  by  North  Amenca  tour  operators,  and  it  is  tliese 
members,  small  business  owners,  who  are  impacted  by  unfau-  competition 
practiced  by  tax  exempt  organizations  Through  my  participation  here  today, 
it  is  my  goal  to  help  members  of  tlie  subcommittee  more  fully  understand  how 
unfair  competition  affects  the  tour  industry  and  small  businesses  across 
America  and  propose  possible  solutions. 

I  would  like  to  begin  by  first  providing  you  with  background  on  the  make-up 
of  the  escorted  tour  operator  company  and  mifair  competition's  affect  on 
private  businesses  and  the  tiavel  and  tourism  industry  in  the  U.S. 

The  average  tour  company  in  the  U.S.  is  a  small  and  often  family  owned 
business.  I  am  representative  of  a  "typical"  tour  operator  and  small  business 
owner.  My  company,  with  a  base  of  operation  in  the  Midwest,  is  also  typical 
in  one  respect  as  it  encounters  the  pervasive  problem  of  unfair  competition  in 
our  industry.  Owners,  such  as  myself,  generally  oversee  a  wide  range  of 
responsibilities  fi-om  product  development  to  marketing,  operations,  personnel 
and. accounting.  The  company  is  composed  of  a  small  ftill-time  office  staff 
and  a  core  group  of  tour  guides   Usmg  this  staff  make-up,  the  company 
provides  its  clients  with  a  complete  vacation  package  including 
transportation,  accommodations,  some  or  all  meals,  siglit  seeing  and  a 
professional  escort,  all  for  one  price. 
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But,  for  sometime  now,  my  main  competitors  are  not  other  tour  companies, 
but  churches,  museums  and  otlier  senior  citizen  organizations  operating  their 
own  tours  as  non-profit  entities.  As  a  matter  of  fact,  two  churches  operate 
more  tours  thaji  any  tour  company  in  my  state.  These  chiu-ches  operate  their 
own  motorcoaches  that  were  piuchased  by  tax  free  donations  from  members, 
while  promoting  their  tours  tlu-ough  newsletters  with  reduced  postage  rates. 
Certainly  these  church  tours  are  the  classic  example  of  non-profits  exploiting 
their  "halo"  advantage  in  the  marketplace, 

I  must  also  tell  you  tliat  I  feel  so  strongly  about  tliis  issue,  that  I  recently  left 
my  church  of  20  years  after  it  initiated  a  tour  program    My  own  church 
became  my  competition  when  it  started  tour  packages.  I  became  painfully 
aware  of  the  consequences  when  I  got  calls  from  church  members  who  called 
and  asked  why  I  could  not  offer  a  tour  as  cheaply  as  tJie  church  did.  I 
explained  that  the  church  could  do  that  cheaper  because  my  company  had  to 
pay  the  salaries  and  expenses  from  tour  profits,  whereas  the  church  staff  was 
paid  from  the  collection  plate  rather  than  from  tour  profits. 

From  the  outset,  I  must  say  that  I  do  not  mind  healthy  competition.  The 
competition  in  this  industry  is  extremely  tough  from  other  for-profit  tour 
operators  alone,  with  profits  being  derived  from  buying  accommodations  and 
meals  at  group  discounted  rates,  tlien  pricing  these  tours  to  the  public  at  a 
higher  rate.  Tour  patrons  consist  primarily  of  senior  citizens  on  a  fixed 
income  who  cannot  afford  and/or  are  not  physically  able  to  Uavel  by 
themselves. 

It  is  commonly  known  that  non-profit  organizations  have  increasingly  utilized 
their  tax-exempt  status  to  engage  ui  comjuercial  activities.  The  problem  that  I 
am  bringing  before  you  today  is  that  of  the  600  tour  operator  members  of 
NTA.  These  small  business  owners  share  the  same  circumstance  of  finding 
themselves  in  direct  competition  witli  tax-exempt,  non-profit  businesses.  The 
typical  non-profit  organization  includes  municipal  parks  and  recreation 
departments,  fraternal  organizations,  alumni  associations,  universities,  senior 
citizen  programs  and  church  groups. 

Non-profits  enjoy  certain  privileges  such  as:  postal  rate  subsidies,  exemption 
from  state,  federal  and  local  income,  sales  and  property  taxes  and  immunity 
from  minimum  wage,  securities,  banki"uptcy,  anti-trust  and  mynad  other 
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regulations,  which  in  turn,  become  frontal  attacks  on  their  private  sector 
counterparts. 

It  is  important  to  note  tliat  these  non-profits  which  have  reduced  postal  rates 
to  promote  organization  activities  and  to  solicit  funds  are  often  used  to  offer 
travel  competition  with  for-profit  businesses.  Tliese  non-profits  also  are  able 
to  attract  workers  as  volunteers  or  to  work  at  a  low  wage,  thus  dramatically 
lowering  labor  cost  benefit  over  the  for-profit  competitors.  Most  dist\irbing  to 
small  business  owners  is  tlie  public's  conviction  that  a  non-profit  organization 
and  its  for-profit  affiliates  operate  on  behalf  of  the  public  welfare  and 
therefore  aie  not  tainted  by  the  profit  motive,  give  Uiem  a  valuable  marketing 
advantage. 

Obviously,  all  of  these  advantages  allow  certain  tax-exempt  groups  to  cut 
prices  to  enter  a  market,  disrupting  the  normal  competitive  environment  for  all 
for-profit  businesses  that  must  compete  for  tlie  same  customers,  usually  in  the 
same  geographic  area. 

For  each  package  tliat  is  sold,  tlie  for-profit  tour  operator,  like  all  US  for- 
profit  businesses,  must  pay  taxes  on  its  revenues  and  meet  a  multitude  of 
government  regulations.  When  marketing  these  packages,  the  for-profit  tour 
operator  relies  most  heavily  on  repeat  business,  word  of  mouth 
recommendations  and  direct  mail    I  point  this  out  because  it  is  the  tax-exempt 
organization's  exemption  fi-om  paying  taxes,  and  ability  use  government 
subsidized  postal  rates,  two  of  my  company's  largest  overhead  items,  that 
places  tour  companies  like  mine  at  such  a  disadvantage  when  trying  to 
compete  directly  with  tax  exempt  orgamzations 

Two  factors  have  recently  brought  enonnous  pressures  on  tax  exempt 
organizations  to  increase  revenues;  declining  revenues  trom  public  and 
private  sources  and  increased  demand  for  services    In  response,  non-profits 
have  turned  to  a  proven  income  source  to  boost  their  revenues;  commercial 
activities.  By  entering  profitable,  popular  market  segments  like  the  tour  and 
travel  industry,  they  can  raise  the  moneys  needed  to  finance  their  programs 
and  pay  their  staffs.  Li  fact,  tourism  is  a  relatively  easy  industry  in  which  to 
start  and  operate  a  business.  Compared  with  capital-intensive  businesses  like 
grocery  stores  and  automobile  dealersliips,  little  money  or  equipment  is 
needed  to  stait  a  tour  company  or  travel  agency.  Because  America's  demand 
for  travel  services  remains  strong,  the  major  challenges  for  tour  businesses  - 
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for-profit  or  non-profit--  are  finding  the  trips  that  market  segments  want  and 
providing  them  at  reasonable  costs.  With  their  tremendous  tax-exempt 
advantages,  tax-exempt  organizations  have  no  problem  with  either 
requirement. 

All  these  tax-exempt  organizations  privileges  are  extremely  important  when 
you  consider  the  tour  operators'  chentele.  Most  often  they  are  senior  citizens 
and/or  students.  It  should  come  as  no  surprise  tliat  these  tour  patrons  are 
extremely  cost  conscious.  Even  a  dollar  difference  in  a  tour  price  can  be  the 
difference  between  booking  a  tour  through  my  company  or  another 
However,  witliin  the  for-profit  tour  operator  segment,  because  costs  and 
overhead  are  sunilar,  with  the  exception  of  employee  costs,  identical  tour 
itineraries  will  be  priced  similarly,  if  not  the  same.  However,  in  comparison, 
a  tax  exempt  orgaiuzation's  tour  package  will  be  substantially  less  than  a  for- 
profit  company.  The  irony  is  that  for  every  dollar  in  busmess  tliat  flows 
tlirough  a  tax  exempt  organization,  little  or  no  revenue  is  returned  to  tlie 
government  in  the  form  of  taxes.  Meanwhile,  for-profit  tour  companies  go 
out  of  business  all  too  fi^equently  due  to  their  inability  lo  compete  with  tax 
exempt  organizations,  fvulher  reducing  tax  revenues  flowing  back  to  pubhc 
coffers. 

Up  to  this  point,  little  relief  has  been  afforded  by  federal,  state  and  local 
governments.  Most  recently,  Chainnan  Pickle  of  the  Subcommittee  on 
Oversight  made  several  recommendations  in  a  report  to  the  House  Ways  and 
Means  Oversight  Subcommittee  to  improve  the  tax  rules  governing  non- 
profits. One  key  recommendation  includes  being  held  more  accountable  for 
reporting  tax  infoimation  or  face  a  $100  a  day  penalty. 

In  Congress,  NTA  has  attempted  to  effect  legislative  changes,  panicularly  in 
the  unrelated  business  income  tax  (UBIT)  area,  to  counter  unfair  competition. 
In  accordance  with  UBIT  laws,  every  tax  exempt  organization  with  annual 
revenues  exceeding  $25,000  must  file  Form  990,  its  version  of  the  annual 
federal  tax  return,  with  the  Intenial  Revenue  Service.  If  the  group  has  earned 
more  tlian  S 1 ,000  tliat  yea:  liom  "unrelated"  sources  (not  related  to  chartered 
purposes),  then  it  must  file  Fonn  990- T  and  pay  the  luuelated  business 
income  tax  (UBIT)  on  those  moneys.  In  recent  years,  however,  the  Form  990 
returns  have  been  studied  to  determine  how  well  tax  exempt  organizations 
have  complied  with  die  tax  laws  for  tax  exempt  groups.  Those  efforts  have 
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shown  that  a  significant  number  of  organizations  have  underestimated  the 
UBIT  owed  or  have  not  declared  any  UBIT  at  all. 

Several  years  ago,  under  the  leadership  of  the  Ways  and  Means  Oversight 
Subcommittee  Chair,  Jake  Pickle,  substantial  UBIT  refonns  were  proposed. 
The  reforms  would  have  tightened  IRS  replations  governing  UBIT  collection 
from  tax  exempt  organizations.  Unfortunately,  Congress  did  not  wish  to 
battle  witli  tlie  enormous  tax  exempt  lobbying  orgaiuzations  at  the  time,  and 
the  recommendations  died. 

Within  the  federal  agencies,  NTA  has  also  attempted  to  effect  regulatory 
changes  to  combat  unfair  competition  and  ensure  that  current  regulations  are 
enforced  fully,  hi  particular,  the  association  fought  successfully  for  tlie 
development  of  a  new  version  of  Fonn  990   Now  tlie  form  calls  for  a  more 
complete  disclosure  of  the  sources  of  a  non-profit's  unrelated  business 
income.  Using  this  information,  government  officials  can  determine  how 
large  the  problem  of  unfair  competition  has  become    In  addition,  pressure 
brought  on  the  IRS  from  tlus  and  other  organizations  representing  for-profit 
entities  impacted  by  luifair  competition,  led  the  IRS  to  audit  several 
universities  to  determine  the  extent  of  their  unrelated  busmess  income  tax 
practices. 

Working  with  other  industry  groups,  NTA  has  luged  the  U  S  Postal  Service 
to  tighten  its  rules  on  non-profit  mailuig  rates,  so  tliat  travel  promotions  and 
brochures  will  not  be  sent  to  customers  under  reduced  rates.  This  position 
has  also  been  advocated  to  the  Post  OfRce  and  Civil  Service  Committee  of 
the  U.S.  Congress. 

And  finally;  at  the  state  level,  NTA  has  attempted  to  affect  botli  legislative 
and  regulatory  changes  in  targeted  states.  In  1990,  NTA  and  the  Business 
Coalition  for  Fair  Competition  (BCFC),  represented  earlier  by  Jim  Santini, 
drafted  a  model  unfair  competition  bill  for  state  legislatures.  The  bill  is  being 
used  as  model  by  for-profits  m  working  towards  passage  by  their  respective 
state  legislators.  This  bill  prohibits  goveniinent  subsidized  and  private  non- 
profit competition  in  commercial  activities  and  establishes  a  Private 
Enterprise  Review  Commission  to  hear  and  settle  complaints  on  unfair 
competition  cases. 
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NTA  has  remained  actively  involved  with  BCFC's  activities  at  the  state  level 
leading  to  niunerous  states  introducing  legislation  authorizing  studies  on  the 
growth  of  unfair  competition  and  its  impact  on  small  business;  prohibiting 
unfair  competition  by  govenunent  agencies  and  nonprofit  groups,  outlawing 
specific  types  of  nonprofit  commercial  activities,  or  pnvatizmg  certain  state 
activities,  as  well  as  creating  more  stringent  reporting  rules  for  tax  exempt 
organization  commercial  activities 

In  conclusion,  I  wH  reiterate  that  the  issue  of  unfair  competition  practiced  by 
tax  exempt  orgaiu?aucns  is  depriving  public  cofters  of  billions  of  dollars  in 
tax  revenues,  while  puttmg  for-profit  tax  revenue  sources,  like  Capitol  Tours, 
out  of  business   Unless  changes  are  made,  tax  exempt  organizations  will 
continue  to  offer  tlieir  commercial  services,  generating  billions  of  dollars  in 
tax-fi'ee  profit. 
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Chairman  Bilbray,  members  of  the  committee  and  staff:  I  am 
Mitch  Parker,  the  owner  of  Frontier  Town  Campground  in  Ocean 
City,  Maryland  and  a  member  of  the  Government  Relations  Committee 
and  Board  of  Directors  of  the  National  Association  of  RV  Parks  & 
Campgrounds.   I  am  pleased  to  appear  before  you  today  as  a 
representative  of  the  association  for  the  purpose  of  updating  the 
committee  on  the  current  state  of  competition  between  public- 
sector  campground  and  RV  park  operations  and  the  commercial 
sector.   There  ave  been  some  significant  developments  -  some 
positive  and  some  negative  -  in  this  arena  since  Gary  Wight, 
another  member  of  our  board,   appeared  before  you  in  May  of  1993. 

We  applaud  your  efforts,  Mr.  Chairman,  to  once  again  bring 
the  issues  associated  with  government  competition  to  public 
light.   We  have  seen  evidence  of  a  higher  degree  of  sensitivity 
on  the  part  of  public  officials  with  whom  we  discuss  this  issue 
since  you  made  known  the  committee's  interest  in  the  subject. 
The  level  playing  field  between  private  sector  commercial 
activity  and  government  engaged  in  similar  activities  is  not  yet 
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established,  but  we  think  we  may  see  some  light  coming  in  through 
the  end  of  the  tunnel,  thanks  to  a  great  degree  to  your  initial 
efforts  and,  to  a  lesser  extent,  the  realities  of  today's  public 
sector  budgets. 

As  you  may  recall,  in  May,  1993,  we  described  many  specific 
instances  of  unfair  competition  and  catalogued  for  the  record 
eighteen  different  competitive  advantages  enjoyed  by  public 
agencies  in  the  operation  of  campgrounds  and  other  commercial- 
type  ventures.   For  the  record  of  this  hearing,  we  are  again 
submitting  that  list  of  advantages  together  with  our  written 
testimony  for  the  hearing  record. 

We  also  last  year  presented  to  you  several  specific 
instances  of  unfair  competition.   I  only  wish  I  could  report  to 
you  today  that  we  have  no  new  instances  to  report  but 
unfortunately  that  is  not  the  case.   All  federal  agencies 
continue  to  develop  campgrounds  with  commercial-style  amenities 
and  at  below  market  prices. 

I  do,  however,  want  to  take  just  a  few  minutes  to  make  a  few 
points  that  I  feel  will  be  of  interest  to  the  committee. 

First,  last  year  representatives  of  the  California  Travel 
Parks  Association  appeared  before  the  committee  to  describe  in 
some  detail  a  flagrant  situation  of  unfair  competition  in  which 
the  National  Park  Service  was  permitting  extensive  free  camping 
along  a  stretch  of  California  beach.   The  Park  Service  was 
providing  services  including  trash  pick-up,  fire  rings,  restroom 
facilities  and  security  and  the  impact  of  the  availability  of 
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free  camping  had  caused  several  commercial  campgrounds  to  lay  off 
personnel  and  several  to  face  the  possibility  of  bankruptcy. 
Since  our  appearance  last  year  and  in  order  to  protect  the 
interests  of  the  commercial  campground  operators  in  the  area,  the 
California  association  found  it  necessary  to  file  a  lawsuit 
against  the  Park  Service.   Today,  that  suit  is  in  Federal  court 
where  the  Park  Service  is  attempting  to  have  the  suit  dismissed 
on  the  grounds  that  the  government  has  not  granted  permission  for 
the  action.   To  compound  matters,  our  efforts  to  help  bring  about 
a  settlement  of  the  suit  have  been  stymied  by  the  reduction  in 
Park  Service  personnel  at  national  headquarters  and  the 
disruptive  early  retirements  and  reassignments  of  personnel.   We 
are  simply  unable  to  get  a  Park  Service  official  to  focus  on 
solving  the  situation  short  of  going  to  court. 

Secondly,  last  year  the  committee  followed  up  its  hearing 
with  the  private  sector  with  a  second  hearing  focusing  on  a 
response  from  the  public  land  agencies.   At  that  time,  Mr. 
Chairman,  you  requested  the  agencies  provide  the  committee  with 
information  about  revenues  and  expenses  associated  with  the 
operation  of  campgrounds.   The  US  Forest  Service  provided  the 
requested  information  showing  that  their  facilities  operated  with 
revenues  far  below  the  cost  of  operation  -  at  a  large  loss  to  the 
taxpayer.   The  other  agencies,  the  National  Park  Service  and  the 
Bureau  of  Land  Management  have  not,  I'm  told,  responded  to  your 
request  for  data.   I  would  respectfully  request,  Mr.  Chairman, 
that  you  once  again  ask  the  agencies  to  furnish  the  data  on 
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income  and  expenses  so  we  can  ascertain  the  cost  of  government  - 
subsidized  campgrounds  to  the  American  taxpayer. 

Thirdly,  during  the  last  year,  our  association  has  appealed 
several  decisions  made  by  local  US  Forest  Service  officials  to 
implement  campground  construction  projects.   Following  the 
appeals  process,  we  have  sought  to  overturn  decisions  to 
construct  new  campground  facilities  on  the  basis  that  they  were 
not  justified  by  market  studies  of  consumer  interest  or  need  and 
that  campgrounds  with  full  hookup  amenities  were  not  in  accord 
with  Forest  Service  policy.   We  typically  lose  these  appeals  but 
we  did  have  one  appeal  upheld  on  the  grounds  that  Congress  had 
not  authorized  the  use  of  funds  to  construct  hookups.   It  seems, 
Mr.  Chairman,  curious  that  one  appeal  is  upheld  because  the  funds 
were  unauthorized  and  the  others  denied.   I  would  question 
whether  Congress  has  specifically  authorized  the  addition  of 
camping  hookups  at  some  facilities  and  not  at  others.   It  is  my 
bet  that  no  where  has  Congress  authorized  funds  for  water,  sewer 
and  electric  hookups  in  campgrounds  and  I  would  ask  the  committee 
to  look  into  some  of  these  projects  and  ascertain  if,  in  fact. 
Congress  has  ever  appropriated  funds  for  constructing  full 
amenity  campgrounds  on  public  lands. 

In  the  event  that  anyone  come  away  from  this  hearing  today 
thinking  that  our  industry  wishes  to  close  public  lands  to 
camping  by  the  citizens  of  this  country,  let  me  clearly  state 
that  we  believe  that  American  citizens  have  an  absolute  right  to 
camp  on  public  lands.   Further,  we  believe  that  our  beautiful 
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public  lands  provide  outstanding  recreational  opportunities  for 
all,  and  are  a  valuable  and  unique  resource  which  must  be 
preserved  and  protected. 

We  believe  that  the  governments  role  in  assisting  its 
citizens  to  enjoy  the  public  lands  should  be  limited  to  providing 
safe  and  secure  primitive,  back  country  or  wilderness 
experiences.   All  other  facilities  located  on  public  lands  that 
are  developed  in  a  manner  generally  associated  with  the  private 
sector  should  be  operated  on  a  business-like  basis  by  the  private 
sector. 

It  is  our  firm  conviction  that  the  role  of  government  should 
be  limited  to  protecting  and  preserving  the  health,  safety  and 
well-being  of  its  citizens  and  that  the  government  should  not  be 
a  primary  provider  of  services.   It  should  not  duplicate  or 
attempt  to  improve  upon  commercial  services  offered  in  the 
private  sector.   It  should  not  undertake  activities  which  lead 
to,  or  involve  providing  services  already  provided  by  private 
sector  companies.   Nor  should  government  subsidize  such  services 
through  its  power  to  tax  or  confer  other  special  advantages, 
thereby  giving  government  or  non-profit  agencies  advantages  over 
the  private  sector. 

Let  me  turn  now  briefly,  Mr.  Chairman,  to  several 
suggestions  as  to  how  the  congress  can  work  with  the  private 
sector  to  level  the  playing  field  between  public  and  private 
sector  competitors. 

First  and  most  immediately,  we  would  request  that  you 
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program  or  project,  the  impact  on  tax  revenue  generation  and  the 
effect  on  private  sector  job  opportunities.        ■    ■         = 

3.  We  advocate  a  GAO  study  of  all  federal  activity  that  has 
the  likelihood  of  competing  with  private  sector  enterprise  to 
determine  appropriate  additional  legislative  remedies  to  correct 

the  situation.  .     - 

4.  We  would  suggest  that  careful  thought  be  given  to   .  •  v 
including  legislative  language  that  would  require  the  federal 
government  to  use  market  rate  pricing  strategies  whenever  it 
engages  in  activities  which  might  be  competitive  with  the  private 

sector. 

5.  Finally,  we  urge  the  Congress  to  restrict  the  use  of 
federal  funds  whenever  they  appear  to  be  earmarked  for  programs, 
projects  or  activities  which  create  new  or  duplicative  services 
that  would  be  owned  and  operated  by  the  public  sector. 

Thank  you  again,  Mr.  Chairman,  for  the  opportunity  to 
present  our  views  to  the  committee.   We  encourage  you  to  continue 
to  pursue  this  matter  so  that  the  issue  can  be  appropriately 
addressed  and  the  competitive  disparities  that  currently  exist 
can  be  eliminated  in  the  years  ahead.       .   - 
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Mr.  Chairman.  Members  of  the  Subcommittee.  My  name  Is  Susan  Perry*  and  I  am  the 
Ebcecutlve  Director  of  PIRA  •  The  Prison  Industries  Reform  Alliance,  an  organization  of 
manufacturers,  labor  representatives  and  trade  associations  from  those  Industries  bearing 
the  burden  of  prison  Industries  progrguns. 

To  most  Americans,  work  Is  one  of  the  most  Important  parts  of  our  lives.  It  helps  define  who 
are.  and  what  we  are.  For  conMcts  In  both  state  and  federal  prisons,  work  Is  also  Important, 
giving  them  something  to  do  with  their  time,  teaching  a  basic  work  ethic,  and.  In  some  cases, 
teaching  specific  Job  skills. 

In  addition,  prison  work  programs  are  a  ver\-  \ltal  correctional  tool.  Unfortunately,  In  our 
desfre  to  punish  criminals,  we  have  taken  manj'  correctional  tools  awa\'  from  our  prisons  — 
good  time,  parole  and  reduced  sentences,  exercise  and  weight-lifting  rooms,  and  some 
educational  programs.  In  many  case  the  only  remaining  "reward"  for  a  good  prisoner  Is  the 
prison  work  program. 

And  what  has  resulted  from  this.  Is  a  major  clash  between  what  Is  good  for  prisons  and  their 
prisoners  —  and  what  Is  good  for  the  taxpa>lng.  law-abiding  citizen.  Jobs  given  to  convicts 
behind  bars.  In  these  "factories  with  fences."  are  Jobs  that  have  been  teiken  from  people  who 
have  worked  hard  and  played  by  the  rules.  They  come  at  the  expense  of  the  taxpayers  who 
owns  companies  which  have  lost  business  to  prison  Industries  and  thefr  employees  who  have 
lost  their  Jobs  to  convict  labor. 
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As  a  nation,  we  are  working  hard  to  put  more  "bad  guys"  In  prison  and  have  lengthened  the 
time  a  conMct  stays  behind  bars.  Today  over  900,000  Inmates  are  mcarcerated  In  federal, 
state  and  local  prisons  and  Jails.  And  that  number  Is  contmumg  to  grow.  We  hear  about  all 
of  the  programs  which  will  Increase  Jail  time;  three  strikes  and  you're  out.  truth  In  sentencing, 
and  mandator^'  sentences. 

These  Inmates  need  something  to  do  with  their  time.  They  should  not  be  sitting  around 
watching  teleslslon  cop  shows  and  cheering  for  the  bad  guys.  They  should  gain  some  skills 
that  they  can  take  with  them  when  they  are  released.  They  should  learn  a  basic  work  ethic: 
to  get  up  In  the  morning,  go  to  their  Job.  answer  to  their  boss,  and  get  along  with  co-workers. 

But  this  should  not  be  at  the  expense  of  taxpa\1ng  American  workers  and  the  companies  that 
employ  them.  Producing  products  that  compete  with  the  private  sector  Is.  at  best,  unfair; 
using  a  mandatory  procurement  preference  -  a  superpreference  -  to  sell  these  products  Is 
unjust. 

Today,  under  Federal  Prison  Industries  current  operating  structure.  FPI  has  a  mandatory 
procurement  preference.  UTiat  this  means  is  that  Federal  government  agencies  wishing  to 
buy  products  sold  by  FPI  must  either  purchase  them  from  FPI.  or  receive  a  waiver  from  FPI 
allowing  the  agency  to  buy  from  the  private  sector.  This  has  enabled  FPI  to  "sell"  over  S407 
million  in  products  to  the  Federal  Govenunent  last  year  —  at  a  cost  to  the  private  sector  of 
thousands  of  Jobs. 

We  could  discuss  FPI's  persist  over-pricing.  Its  problems  with  quality  and  deUvery,  its 
government  sponsored  trade  shows  and  sales  force.  But  right  now  we  are  concerned  with  the 
injury  to  busmess  and  labor  that  this  program  continues  to  cause. 

PIRA  has  often  been  asked  to  state  how  many  jobs  have  been  lost  to  prison  Industries.  It  Is 
difficult  to  quantify.  We  do  know  that  a  single  contract  taken  by  FPI  m  the  Pacific  Northwest 
would  have  supplied  enough  work  for  one  furniture  factory  for  three  and  a  half  weeks  -  a 
company  that  has  recenUy  laid  o£f  hundreds  of  workers.  We  know  that  industries  such  as 
textiles  and  apparel  which  have  been  ravaged  by  Import  labor  are  also  being  devlstated  by 
convict  labor.  We  have  seen  small  manufacturers  and  busmesses  destroyed  by  the  unfair 
competition  of  prison  factories. 

For  many  years  now  most  of  us  have  been  Involved  in  Qghtmg  FPFs  Impact  on  the  private 
sector,  trying  to  level  the  playing  field  in  the  federal  marketplace.  But  while  we  have  very 
graphically  describing  what  FPI  has  done,  we  have  not  looked  at  what  FPI  could  do.  So  PIRA 
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was  formed  and  has  been  dedicated  to  redirecting  prison  Industn,'  i)ri  "grams  into  projects  and 
products  which  do  not  displace  .^iierlcan  workers  but  benefit  society. 

We  have  made  many  recommendations  to  FPI  as  to  ways  con\1ct  labor  can  be  made  available 
to  local  communities  for  many  projects:  sorting  plastics  and  other  recyclables.  tearing  down 
old  mattresses  and  furniture  for  recyclable  component  parts,  community  serMce  projects  and 
disaster  relief.  Prison  industries  should  be  allowed  to  provide  whatever  manpower  assistance 
they  can  to  local  communities  as  long  as  they  do  not  displace  workers  or  harm  local 
businesses. 

For  example,  look  at  Terminal  Island  Federal  Prison  near  Long  Beach.  California.  Inmates 
there  should  be  sorting  all  of  the  plastic  from  that  whole  South  Coast  area  -  separating  the 
polyeth\1enes,  from  the  polj'urethanes.  from  the  polyst\Tenes.  Unsorted  this  plastic  has  little 
value:  sorted,  cleaned  up.  and  ground  up  or  pelletlzed.  It  has  value  which  can  be  returned  to 
the  prison  svstem  to  finance  the  progrcim.  It  keeps  prisoners  busy,  teaches  them  to  work, 
provides  Qnanclal  support  to  the  program,  and  beneQts  the  society  which  the  convict  has 
harmed. 

There  are  many  cases  like  this,  we  Just  need  to  work  together  to  make  it  happen.  In  the  past 
these  suggestions  have  been  coolly  viewed  by  FPI.  We  sincerely  hope  that  this  will  change. 
In  the  Interim,  we  are  introducing  legislation  which  we  bebeve  will  allow  this  to  happen  while 
righting  some  of  the  wrongs  of  the  prison  Industries  system  as  It  stands  today.  We  are 
currently  looking  for  sponsors  and  co-sponsors  for  this  legislative  package. 

Thank  you  for  your  time  and  Interest  in  this  issue. 


The  Prison  Industries  Reform  Alliance  IPIRAI  Is  an  organization  of  companies,  labor  representatives  and  trade 
associations  from  those  industries  bearing  the  burden  of  prison  industry' programs.  V^Tille  PIRA  strongly  believes 
that  prison  work  programs  are  an  important  correctional  tool  and  that  Inmates  should  be  taught  a  basic  work  ethic. 
we  also  believe  it  should  not  be  at  the  expense  of  taxpaj-lng  American  workers  and  the  companies  that  emplo>'  them. 
We  are  dedicated  to  redirecting  prison  Industry  programs  Into  projects  and  products  which  do  not  displace 
American  workers  but  benefit  society. 

PIRA  Is  a  non-profit  organization,  coordinated  by  an  Executive  Committee  made  up  of  representatives  of  both  labor 
and  Industry  Including  the  National  Association  of  Manufacturers,  the  United  Food  and  Commercial  Workers 
Union,  the  Business  and  Institutional  Furniture  Manufacturers. Association,  the  American  TralTlc Safety  Services 
Association  and  the  American  Apparel  Manufacturers  Association  among  others.  .Members  Include  manufactur- 
ers of  products  produced  by  prison  Industries,  their  sales  representatives  and  dealers,  and  the  labor  unions  which 
represent  their  workers.  Industries  who  continue  to  feel  the  Impact  of  prison  Industries  Include  olTlce  furniture, 
dorm  and  quarters  furniture,  textiles,  apparel,  safety  signs,  paints  ajid  other  coatings,  laser  printer  toner  cartridge 
recharging,  uniforms,  toow/ear.  electronic  wiring  assemblies,  printing.  Industrial  shelving,  optics,  brooms  and 
mops,  brushes,  restaurant  and  cafeteria  equipment,  and  body  armor. 
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"Federal  Prison  Industries  Improvement  and  Innovation  Act  of  1994" 

Summary 

The  "Federal  Prison  Industries  Improvement  and  Inno\atlon  Act  of  1994"  maJtes  a  series  of 
amendments  to  Federal  Prison  Industries  (FPI)  authorizing  statute.  Chapter  307  of  Title  18. 
United  States  Code,  designed  to: 

•  Allow  Federal  Prison  Industries  to  establish  pilot  progrcuns  In  recycling  and  other 
environmental  actuitles,  community  service,  and  humanitarian  aid.  in  which  FPI  will 
contract  labor  to  federal,  state,  local  and  municipal  governments.  A  study  of  the  potential 
Impact  of  these  projects  on  local  business  and  labor  will  be  conducted  before  a  project  can 
be  started. 

•  Make  FPI  more  responsive  to  the  Industries  and  workers  that  the\-  Impact.  The  number 
of  FPI  Board  Members  would  Increase  from  six  to  nine.  Two  representing  Industry,  two 
from  labor,  and  one  from  small  business.  The  four  additional  members  would  represent 
the  Attorney  General,  the  Secretar%'  of  Defense,  and  two  from  the  general  public. 

Enhance  the  opportunity  for  public  participation  in  the  process  by  which  FPI  Is  authorized 
to  produce  a  new  product  or  expand  It  production  of  a  currently  authorized  product  and 
limit  FPI's  expansion  with  respect  to  "Import  sensitive"  Items. 

•  For  FPI  to  produce  a  new  specific  prison-made  product  or  to  expand  the  production  of  an 
existing  product  the  FPI  Board  of  Directors  must  study  the  Impact  on  business  and  labor, 
the  size  of  the  Federal  market,  and  how  much  labor  will  be  used  to  make  the  product.  The 
FPI  Board  will  Inform  Industry  and  labor  of  Its  intentions  and  allow  comment  and 
discussion  prior  to  Its  decision. 

Make  FPI  a  predictable  and  responsible  plaj-er  in  the  Federal  procurement  market  by 
requiring  FPI  to  compete  for  contract  opportunities,  unless  a  sole -source  award  Is 
determined  to  be  necessar>'  by  the  Attorney  General.  FPI  will  be  awarded  contracts  on  a 
noncompetitive  basis  when  the  Attorney  General  determines  that  Federal  Prison  Indus- 
tries cannot  win  the  contract  awcird  on  a  competitive  basis  and  the  contract  Is  necessary 
to  maintain  work  to  prevent  endangering  the  safe  and  effective  administration  of  the 
prison. 

•  Federal  Prison  Industries  can  be  awarded  contracts  for  Its  products  If  they  meet  the 
specification  cind  evaluation  factors  speclfled  in  any  competitive  solicitation  as  determined 
by  the  contracting  officer.  The  contract  price  cannot  exceed  the  "fair"  market  price. 

•  Clarify'  the  authorities  of  agency  contracting  officers  regarding  the  award  and  administra- 
tion of  contracts  to  FPI .  to  assure  complete  and  timely  performance  of  contract  obligations 
by  FPI,  In  fuU  conformity  with  design  and  performance  specifications,  at  a  fair  market 
price.  FPI  will  be  required  to  perform  Its  contractual  obligations  to  the  same  exient  as  any 
other  contractor. 


63 


St.it-'mciu  of  Susan  Pf-rn.' 

F'nsMii  llul^l^^^'•s  Reform  Albano'" 

House  SnuiU  Bmmii'^s>>  Subooniinittee  ■.m 

Procurement.  Taxation  and  Tourism 

June  28.  199-1 

paije  5 


Allow  FPI  to  purchase  raw  materials  and  supplies  (not  "for  assembly"  kits)  for  manufac- 
turing operations  without  adhering  to  the  FAR.  Appropriate  procurement  regulations  will 
be  developed. 

Make  inmates  employed  in  manufacturing  products  sold  to  the  government  pay  part  of 
their  wages  toward  room  and  board,  \1ctlm  restitution  and  child  supjjort  if  applicable,  and 
establish  a  sa\1ngs  account  for  their  use  upon  release.  These  Inmates  will  be  paid  wages 
at  rates  not  less  than  those  prevailing  for  the  same  t\pe  of  work  on  similar  products  in  the 
locality  as  determined  by  the  Secretan,-  of  Labor. 

Define  "reasonable  share  of  the  market"  as  the  share  of  the  total  purchases  by  the  Federal 
departments  and  agencies,  as  reported  to  the  Federal  Procurement  Data  System  for  any 
specific  product  during  the  3  preceding  fiscal  years,  that  does  not  exceed  the  average 
market  share  of  any  of  the  4  private  vendors  with  the  largest  shares  of  the  Federal  market 
for  the  specific  product:  or  20  percent  of  the  share  of  the  private  vendor  with  the  largest 
share  of  the  Federal  market  for  the  specific  product  if  there  are  fewer  than  4  private 
vendors. 
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June  28,  1994 
Statement  of 

Frank  L.  Jensen,  Jr.,  President 
Helicopter  Association  International 
before  the  House  Committee  on  Small  Business, 
Subcommittee  on  Procurement,  Taxation  and  Tourism 
on 

UNFAIR  COMPETITION  AND  ITS  IMPACT  ON  SMALL  BUSINESS 

Mr.  Chairman  and  members  of  the  Subcommittee,  thank  you  for  the  opportunity 
to  appear  before  you  today  and  discuss  an  issue  of  continuing  concern  to  the  small 
business  community:  imfair  competition.   I  am  Frank  L.  Jensen,  Jr.  President  of 
the  Heh copter  Association  International  (HAI),  whose  650  regular  (voting) 
members  are,  by  definition,  small  businesses.  Together  these  members  operate 
4,000  helicopters,  fljdng  two  million  hours  per  year.   Most  of  our  companies 
operate  five  or  fewer  helicopters.   HAI  also  has  650  associate  (non-voting) 
members  including  some  larger  manufacturing  companies,  but  this  group 
encompasses  many  small  businesses  as  well. 

HAI's  testimony  before  this  subconmaittee  on  May  11,  1993  is  a  matter  of  record. 
At  the  time  we  were,  and  we  remain  today,  extremely  concerned  about 
government  encroachment  into  the  private  sector  domain.  If  I  may,  please  allow 
me  to  reiterate  the  three  recommendations  that  were  made  at  that  time  and  which 
are  still  valid  today. 

Our  first  recommendation  asked  that  the  General  Services  Administration  (GSA), 
which  oversees  the  Federal  Excess  Personal  Property  (FEPP)  Program  be  required 
to  ensure  that  any  Federal  or  State  agency  which  acquires  such  property  continue 
to  use  it  exclusively  for  their  own  internal  use,  and  not  use  the  property  to 
compete  with  the  private  sector. 

The  second  recommendation  expressed  our  belief  that  the  United  States  Forest 
Service,  which  has  the  transfer  power  for  these  aircraft,  be  required  to  adhere  to 
the  guidelines  of  the  Federal  Property  and  Administrative  Services  Act,  and 
encourage  state  foresters  to  use  the  FEPP  aircraft  only  on  state  business. 

In  our  final  recommendation  HAI  suggested  that  the  National  Guard  be  directed 
to  enforce  the  use  of  National  Guard  assets  for  only  those  missions  that 
appropriately  fit  into  the  mission  statement  of  the  Guard,  and  are  not  in  conflict 
with  those  services  available  from  the  commercial  sector.   Further,  everyone  in  the 
chain  of  command  must  be  strongly  discouraged  from  using  the  specious 
justification  of  "training"  to  rationalize  the  performance  of  otherwise  imauthorized 
services. 
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Mr.  Chairman,  the  problem  of  unfair  government  competition  has  become  worse  in 
the  past  year.   The  increased  pressure  pn  the  private  sector  has  resulted  from 
short-sightedness  on  the  part  of  some  government  officials,  mostly  at  the  state  and 
local  level,  who  do  not  vmderstand  the  macroeconomic  considerations  of 
government  competing  with  the  tax-paying  component  of  our  nation. 

The  United  States  of  America  is  based  on  a  market  economy.   This  means  that 
there  must  be  a  private  sector  which  provides  goods  and  services  to  the 
population.  Together,  these  private  sector  providers  and  consumers  serve  as  a  tax 
base  to  support  the  government.   However,  many  in  government  do  not 
understand  that  government  encroachment  results  in  a  shrinkage  of  the  tax  base. 
A  case  in  point  was  recently  demonstrated  when  a  state  lost  its  only  full  time 
privately  owned  aerial  Emergency  Mediced  Service  (EMS)  operation,  and  state 
officials'  naively  stated  that  the  "National  Guard  could  do  the  job."  This  fixation 
on  government  entities  stepping  in  to  fill  a  void  in  services,  hinders  the  private 
sector's  functioning  in  markets  that  it  could  and  should  easily  serve.   In  the  above 
example  government  has  eliminated  the  opportunity  for  new  commercied  entrants 
into  the  market  and  for  private  sector  growth,  as  well  as  an  additional  source  of 
tax  revenue.   Frequently,  virtual  government  monopolies  are  created  in  the 
process,  totally  blocking  private  sector  firms  from  the  market. 

The  GSA  Must  Ensure  that  FEPP  is  Not  Used  Against  the  Private  Sector 

As  government  work-forces,  facing  shrinking  budgets,  increase  efforts  to  justify 
their  continued  existence,  they  attempt  to  broaden  "free"  services  to  the  taxpayers. 
In  the  State  of  Cahfomia,  for  instance,  many  government  officials  proclaim  that 
the  private  sector  lacks  the  capability  to  provide  the  necessary  aircraft  to  meet  the 
state's  aerial  fire  fighting  needs.  These  officials  say  that  without  using 
government  aircraft;  the  state's  fire  suppression  activities  would  be  "in  serious 
trouble. "   In  truth,  private  companies  could  easily  do  the  job.   Over  30  commercial 
heUcopter  firms  located  in  the  West  would  welcome  the  chance  to  bid  on  providing 
the  helicopter  fire-suppression  services  now  provided  by  the  California 
Department  of  Forestry  (CDF),  and  could  do  so  at  a  competitive  rate. 

Once  a  government  entity  has  entered  the  private  sector,  it  then  makes  market 
decisions  based  on  its  new  and  expanded  role.  These  decisions  lead  to  a  greater 
reliance  on  expanded  operations  to  justify  its  budget.   In  fact,  public  aircraft; 
operators  rationalize  that  they  must  be  compensated  for  their  direct  costs  to 
ensure  their  ability  to  continue  to  provide  their  services. 

This  compensation  does  not  accurately  reflect  actual,  realistic  operating  costs,  and 
results  in  unfair  competition  because  artificially  low  rates  are  often  charged  by  the 
government  agency.   For  instance,  one  private  operator  was  reimbursed  at  the 
same  rate  as  a  County  Sheriff  for  rendering  aerial  fire  fighting  services.   However, 
while  the  Sheriff  had  received  his  helicopter  "fi-ee"  under  the  domain  of  "public 
aircraft",  the  operator  paid  $1  million  for  his.   The  private  operator's  compensation 
was  allocated  to  debt  service,  manpower  and  other  equipment.   However,  the 
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Sheriffs  Department  did  not  need  to  earmark  the  revenue  for  such  expenses,  since 
the  crew  was  "akeady  on  the  government  payroll."   Also,  the  sheriffs  cost 
accounting  did  not  need  to  show  an  imputed  charge  for  liability  protection,  on  the 
basis  of  being  "self  insured. "   Many  pubhc-sector  operators  only  seek  compensation 
to  cover  their  direct  operating  costs,  ie.,  fuel  and  some  maintenance,  in 
determining  their  total  per  hour  operating  costs.  The  taxpayer  unknowingly  pays 
for  all  of  the  other  costs. 

Today,  as  the  Department  of  Defense  downsizes,  an  increasing  number  of  county 
sheriff  departments,  in  particular,  are  obtaining  surplus/excess  military 
helicopters.   As  the  attached  aircraft  retirement  schedule  indicates  (Enclosure  #1), 
over  3,000  military  surplus  helicopters  are  targeted  for  disbursement  by  the  GSA, 
many  to  local  governments.  These  departments  then  act  as  commercial  operators- 
except  their  aircraft  need  not  be  (and  usually  are  not)  certified  for  civil  use  nor  are 
they  required  to  have  Ucensed  pilots.   There  are  many  more  federal  regulations 
with  which  the  local  and  state  government  heUcopters,  by  definition  "PubUc 
Aircraft,"  need  not  comply. 

With  an  increasing  number  of  helicopters  being  released  into  the  pubUc  sector  our 
first  recommendation  becomes  all  the  more  important  to  ensure  the  GSA  is 
aggressively  pursuing  their  oversight  responsibilities  of  the  FEPP  program.   With 
even  greater  nvmabers  of  surplus  heUcopters  to  be  disbursed  in  the  next  six  years, 
the  problem  can  only  get  worse,  unless  oversight  on  this  sector  is  tightened.   Such 
property  cannot  be  allowed  to  continue  to  compete  with  the  private  sector. 
Already  the  existing  federal  aircraft  fleet  is  difficult,  if  not  impossible  to  quantify. 
As  Senator  Sasser  (D-TN)  stated  "The  government  has  virtually  no  idea  where  its 
executive  branch  aircraft  are  located"  (Enclosure  #2  and  #3).   The  inventory  of 
state  and  local  government  aircraft  is  even  more  nebulous. 

Federal  Property  and  Administrative  Services  Act  Attempts  to  Protect 
Small  Business  from  Government  Encroachment 

In  the  past,  the  government  has  contracted  out  to  commercial  helicopter  operators 
for  most,  if  not  all  aerial  fire  fighting  services.   Historically  the  United  States 
Forest  Service  has  found  that  it  was  not  economically  feasible  to  operate  its  own 
fleet,  and  relied  solely  on  the  private  sector,  with  its  experienced  pilots  and 
certificated,  insured  equipment.   Now,  the  excess  helicopter  program  gives  each 
state  the  opportunity  to  create  its  own  aviation  department,  with  little  thought  to 
whether  or  not  this  is  indeed  more  economical  than  contracting  out. 

Despite  the  Federal  Property  and  Administrative  Services  Act's  requirement  that 
excess  property  be  acquired  for  internal  use  only,  to  put  out  fires  on  publicly  held 
state  land,  operators  have  witnessed  the  CDF  using  these  resources  on  fires 
occurring  on  federal  properties,  and  requesting  reimbursement  from  the  USES  for 
their  services.   This  places  them  in  direct  competition  with  commercial  operators, 
as  well  as  in  violation  of  the  provisions  of  Federal  Aviation  Regulation  Part  135. 
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Appropriate  utilization  of  government  operated  aircraft  remains  a  complex 
problem  that  requires  objective  review  by  state  and  federal  officials  as  well  as 
qualified  representatives  of  the  private  sector. 

To  that  end,  HAI  recommends  that  a  joint  government/private  sector 
meeting  on  the  use  of  aircraft  for  fire  fighting  be  established  with  the 
purpose  and  agenda  as  described  in  enclosure  #4. 

Such  a  meeting  is  required,  to  establish  the  correct  balance  between  the  private 
and  public  sector  entities  which  are  needed  to  effectively  fulfill  the  aerial  fire 
fighting  requirements. 


Enforcement  of  National  Guard  Activities  Prevents  Encroachment  into 

the  Private  Sector 

Appropriate  use  of  National  Guard  assets  must  be  Umited  to  only  those  tasks 
which  fit  into  the  mission  statement  of  the  Guard  ie.,  to  "maintain  combat  ready 
forces  and  conduct  federal  peacetime  engagement  operations  as  dictated  by  the 
President  and  Congress,"  and  are  not  in  conflict  with  those  services  available  by 
the  commercial  operator.   When  services  which  are  normally  performed  by  private 
sector  operators  are  carried  out  by  the  National  Guard,  at  Uttle  or  no  apparent 
cost,  the  opportunity  can  seem  deceptively  attractive.   However,  the  taxpayer 
picks  up  the  bUl  and  the  private  sector  is  once  more  the  victim. 

When  the  Freedom  Statue,  which  once  again  sits  atop  the  Capitol  Dome,  needed  to 
be  renovated,  the  National  Guard  offered  their  services  to  lift  the  statue  from  its 
perch.   The  taxpayers  paid  $600,000  for  the  Guard  to  practice  the  statue-lifting 
operation  which  the  Guard  called  "routine  training."  Erickson  Skycrane  did  a 
turn-key  job,  complete  with  UabHity  insurance,  for  just  $60.000  without  any 
practice  at  all.    If  the  statue  had  been  damaged  (or  if  a  person  had  been  injured) 
during  the  National  Guard  operation  the  liability  burden  would  have  rested  with 
the  Federal  Government  and  the  cost  once  again  shifted  to  the  taxpayer 
(Attachment  #1). 

Mr.  Chairman  our  federal  government  continues  to  shroud  the  true  cost  of  pubUc 
entities  and  the  extensive  damage  such  actions  have  on  the  private  sector. 
Attached  is  a  release  fi-om  Congressman  Gallegly  (R-CA)  who  wishes  to  reform  the 
Economy  Act  of  1932  in  order  to  more  expeditiously  provide  fire  fighting  services 
by  using  the  National  Guard.   The  belief  that  this  legislation  would  help  the 
country  "at  no  cost  to  the  federal  government"  again  reinforces  the  fact  that  our 
leaders  do  not  recognize  the  onerous  outcome  of  not  utilizing  our  private  sector 
industrial  base  and  thereby  diminishing  our  coimtry's  economic  foimdation 
(Enclosure  #5). 
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CONCLUSION 


An  analysis  of  the  issues  surroxinding  public  sector  encroachment  reveal  a  problem 
that  has  evolved  over  many  years.   According  to  a  statement  by  former  Senator 
Warren  Rudman  (R-NH)  10  years  ago,  capable  private  sector  companies  could  take 
over  many  federal  programs,  saving  in  the  process  up  to  $1  billion  a  year  for  the 
government  (Enclosure  #6). 

Today  government  and  its  agencies  continue  to  grow  faster  than  the  economy's 
abUity  to  support  them.   "As  a  percentage  of  the  economic  output,  federal,  state 
and  local  government  have  increased  by  nearly  a  third  since  1960 — from  26%  of 
the  GNP  to  nearly  37%  today.   Government  spending  per  household  over  the  same 
period  grew  (in  1990  dollars)  from  $12,790  in  1960  to  over  $23,000  today" 
(Enclosure  #7). 

Government  monopolies  are  created,  many  times,  through  a  pattern  of  creative 
accounting  by  government  agencies  which  badly  skews  the  true  cost  of  doing 
business.   Because  of  this  the  private  sector  is  denied  the  opportunity  to  compete, 
the  bureaucracy  grows,  and  the  tax  base  erodes.   A  truly  vicious,  self-destructive 
circle. 

Many  countries  (most  notably  the  former  Soviet  Union)  have  learned  the  hard  way 
that  a  viable  national  economy  must  have  a  private  sector  which  provides  goods 
and  services,  and  which  pays  taxes  to  support  the  essential  function  of  the 
government,  ie.,  governance. 

The  HAI  renews  its  support  for  measures  which  act  to  clearly  define  the  line 
between  the  public  and  private  sectors.   We  believe  the  government  of  the  United 
States  has  a  responsibility  to  preserve  the  marketplace  for  the  private  sector  and 
must  take  all  measures  necessary  to  do  so.  Actions  must  be  taken  that  will 
recognize  the  problems  of  the  past  and  prepare  for  the  challenges  of  the  future. 
This  will  be  best  accomplished  by  protecting  the  private  sector  from  government 
encroachment. 
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Enclosure  #1 


Helicopter  News 
February  18, 19  94 
Page  3 


ARMY  HELICOPTER  RhIIREMENT  PROGRAM 

RETIREMENTS 

ASSETS 

FY 

FY 

FY 

FY 

FY 

FY 

FY 

TOTAL 

REMAINING 

SYSTEM 

BEGIN  FY94 

94 

95 

96 

97 

98 

99 

00 

FY94-00 

ASSETS 

AH-1E/P/S 

250 

53 

54 

46 

73 

0 

0 

0 

226 

24 

AH-IF 

495 

0 

0 

0 

0 

0 

0 

0 

0 

495 

UH-IH/V 

2.550 

244 

284 

472 

434 

122 

46 

23 

1.625 

1,025 

OH-6 

116 

116 

0 

0 

0 

0 

0 

0 

116 

0 

OH-58A/C 

1.485 

155 

529 

130 

173 

98 

50 

0 

1.135 

351 

TOTAL 

4,997 

568 

867 

648 

680 

220 

96 

23 

3,102 

1,895 
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Enclosure  #2 


Washington  Post 
August  5,  1993 


JACK  ANDERSON  and  MICHAEL  BINSTEIN 


A  Dizzying  Deal  on  Federal  Aircraft 


The  Historic  Aircraft  Exchange  Program  has  a 
nice  nng  to  it,  but  government  mvestigators 
believe  it  operates  more  as  a  "cash-for-trash" 
enterprise — with  taxpayers  on  the  losmg  end. 

A  House  Agriculture  subcommittee  headed  by  Rep. 
Charlie  Rose  (D-N.C.)  is  scheduled  to  examine  in 
hearings  today  how  the  Forest  Service  swapped  $67 
million  worth  of  surplus  federal  au'craft  for  a  fleet  of 
ancient  planes  worth  less  than  $1  million. 

The  deal  dates  to  the  late  1980s,  when  a  fleet  of 
firefighting  aircraft  owned  by  Forest  Service 
contractors  began  to  show  its  age.  To  upgrade  the 
fleet,  the  Forest  Service  established  the  Historic 
Aircrafl  Exchange  Program.  Under  the  program,  the 
Forest  Service  transferred  ownership  of  some  surplus 
C-130  and  P-3  military  aircraft  to  contractors  In 
exchange  for  their  old  auxraft,  which  would  be  placed 
in  federal  museums. 

Between  1988  and  1991,  the  Forest  Service  gave 
28  surplus  military  planes  to  contractors  and  received 
the  same  number  of  pnvate  planes  in  exchange. 

But  the  dizzying  deal  was  flawed  in  two  respects: 
The  aircraft  the  Forest  Service  received  proved  to 
be  of  httle  or  no  historical  Value;  some  were  even 
rejected  by  government  museums.  And  some  of  the 
planes  the  government  handed  over  to  fight  fires 
were  instead  camubalized  for  parts  and  a  quick 
profit,  defeating  the  purpose  of  the  swap. 

A  1992  report  by  the  mspector  general  of  the 
Agnculture  Department,  of  which  the  Forest 
Service  is  a  part,  cited  the  case  of  a  contractor  who 
earned  $925,000  using  surplus  Forest  Service 
planes  to  haul  cargo  m  the  Middle  East.  Later,  he 
tried  selling  some  of  these  planes  to  a  Mexican 
company.  The  report  found  that  nine  planes  had 
been  stnpped  of  their  parts,  which  in  some 
instances  were  sold  for  profit.  One  contractor  used 
this  method  to  collect  $252,000. 

As  a  fee  for  putting  together  the  swap  for  the 
contractors,  the  man  who  brokered  the  deal  ended 
up  with  four  of  the  surplus  aircraft  and  $97,000.  He 
then  earned  more  than  $1  million  selling  the  planes, 
according  to  the  inspector  general's  report. 

All  this  was  made  possible  by  a  federal 
government  that  allows  its  civilian  aircraft  to 
operate  virtually  free  of  oversight.  A  recent  report 
by  the  subcommittee  on  general  services, 
federalism  and  the  Distnct  of  Columbia  found  that 


mismanagement  Is  so  pervasive  that  the 
gDvemment  may  be  wasting  more  than  $100 
million  per  year  on  its  civil  aviation  fleet. 

The  subcommittee's  investigation  was  launched 
after  the  "Air  Sununu"  scandal,  in  which  then-White 
House  Chief  of  Staff  John  H.  Sununu  and  other  top 
Bush  admimstration  officials  were  found  to  be  usmg 
government  aircraft  for  personal  travel.  The  episode 
also  helped  to  focus  the  congressional  spotlight  on  the 
tiDubled  state  of  the  government's  air  fleet. 

If  the  private  sector  adopted  the  government's 
habits,  commetrial  airliners  surely  would  be 
grounded.  According  to  the  report  of  the 
subcommittee,  headed  by  Sen.  Jim  Sasser 
(D-Tenn.),  federal  pilots  are  not  even  required  to 
have  a  license  to  fly,  nor  are  theu-  planes  required 
to  undergo  routine  safety  inspections.  When  a 
government  aircraft  has  an  accident,  it  does  not 
have  to  be  reported,  nor  does  it  require 
Investigation  by  the  National  Transportation  Safety 
Board,  both  of  which  are  required  of  privately 
owned  airrraft.  Still,  taxpayers  spent  about  $1.5 
billion  last  year  to  keep  the  executive  branch  flymg. 

Government  inventory  records  are  so  incomplete 
attempts  to  track  federal  planes  are  useless.  The 
government  found  out  only  recently  how  many  planes 
are  part  of  its  civilian  fleet:  1,404.  "The  government 
has  virtually  no  idea  where  its  executive  branch 
aircraft  are  located,  when  they  are  used  or  for  what 
purpose,"  Sasser  told  our  associate  Dean  Boyd. 

Most  federal  agencies  still  have  no  idea  what  it 
costs  to  operate  their  aircraft,  much  less  if  any 
particular  use  is  justified  or  cost-effective.  Currently, 
at  least  185  avilian  planes  are  flown  fewer  than  100 
hours  per  year.  "There  is  good  reason  to  believe  that 
many  of  the  government's  aircraft  are  underutilized 
and  superfluous,  and  even  justifiably  owned  aircraft 
are  mismanaged,"  Sasser's  report  warns. 

In  his  hearings.  Rose  also  plans  to  probe  links 
between  the  Forest  Service  operation  and  a  sunilar 
boondoggle  mvolving  the  U.S.  Postal  Service.  A  1989 
postal  audit  discovered  the  government  had  been 
overcharged  $54  million  by  an  air  contractor  from 
1987  to  1989.  Auditors  also  learned  the  pnvate 
carrier  used  planes  painted  with  Postal  Service  logos 
to  fly  "sensitive"  overseas  missions  for 
defense-related  agencies.  Postal  officials  were  not 
notified  of  the  tnps. 
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Enclosure   #3 


Washington  Times 
May   20,    1993 


U.S.  fleet 
lost  in 
airspace 

Government  can't 
track  its  aircraft 


By  Frank  J  Murray 

THE  WASHINGTON  TrMES 


The  federal  govemmeni  operates 
the  world's  largest  civilian  air  fleet 
but  can  t  pinpoint  its  cost,  can  l  find 
all  Its  planes  or  learn  how  they  are 
used,  and  only  recently  discovered 
thai    Air    Fed 


White 
House 

ings 

The  White 
House  fired 
all  workers 
in  its  travel 
office  for 
"shoddy  ac 
counting 
practices" 
A8. 


owns   1.404  air- 
craft. 

That  nonmilt- 
I  a  r  y  fleet  is 
larger  than 
those  of  Conti- 
nental. TWA. 
Northwest  and 
U  S  A  I  r  CO  m  - 
bined. 

A  letter  to 
President  Clin- 
ton from  Sen. 
Jim  Sasser.  tfen- 
nessee  Democrat  and  chairman  of  a 
Governmental  .Affairs  subcommit- 
tee that  studied  the  air  fleet,  calls  it 
"a  billion-dolIar  aircraft  operation 
that  is  substannallv  out  of  control." 
Mr  Sasser  said  it  costs  another  $1 
billion  a  year  to  keep  the  fleet  flying. 


PLANES 

From  page  A  J 

of  which  as  much  js  $500  million  a 
year  may  be  wasted 

•I  belie\T  thai  the  audit  begun 
at  your  request  will  point  the  way  to 
specific  impro^Tments.'  Mr.  Clmusn 
wrote  back  to  Mr  Sasser.  adding  that 
significant  improvements  were  be- 
gun by  the  Bush  admmisti^uon. 

President  Clinton  has  ordered  all 
agencies  to  explain  by  June  J  why 
they  need  passenger  planes.  They 
have  not  yet  done  so.  and  a  fight  is 
brewing  to  delay  the  reports  in 
hopes  of  keeping  the  departmental 
air  wings 

Underlying  the  president's  order 
and  the  subcommittee  study  is  pres- 
sure from  pnvate  industry  to  end 
taxpayer  funded  government  com- 
petition 

■"It  goes  to  the  whole  iMue  of  the 
government  providing  services  it 
ought  to  be  buvmg,'  said  an  aviation 
industry  official  who  asked  not  to  be 
identified 

The  largest  fleets  are  mamtained 
by  the  Agnculture.  Justice  and 
tVansponation  departments,  each 
of  which  keeps  more  than  300 
planes  Some,  such  as  the  TVanspor 
tation  Depanments  Coast  Guard 
fleet,  are  for  special  purposes 

By  companson,  many  rtiajor  air- 
lines operate  with  JOO  to  400  planes 
each, 

■Justice  will  descnbe  the  use  of 
e^vry  one  of  its  planes  as  law  en- 
forcement.' a  Senate  aide  said. 
Some  of  them  are  doing  just  that  in 
surv-eiilance  or  carrying  pnsoners, 
but  others  are  carrying  VIPs  to 
meetings  or  speeches 

While  some  federal  aircraft  are 
helicopters  and  planes  as  sophisti- 


cated as  the  Boeing  ~47s  that  haul 
space  shuttles  to  ihe  launch  pad. 
about  SOD  are  passenger  planes  that 
transpon  federal  execunvea 

A  report  from  Mr  Saaser's  sub- 
commince  on  general  services  sai  1 
the  system  is  so  loose  ttiai  the  US 
Forest  Service,  which  hu  its  own 
aviation  division,  gave  away,  without 
the  legally  required  permission  of 
the  General  Services  Administra- 
tion. 28  four-engme  transport  planes 
that  weren't  listed  on  government 
books. 

After  the  C  130  and  P  3  propeller 
driven  planes  were  given  to  pnvate 
firefighiing  contractors  to  be  con- 
verted mto  air  tanlcen  for  forest 
fires,  four  were  sold  overseaa  for  S4 
million  Another  was  leased  lo  the 
government  for  $920,000  during  Op- 
eration Desen  Storm,  a  member  of 
Mr  Sasser  s  staff  said, 

"This  IS  a  very  delicate  sitiiation 
because  theres  an  ongomg  investi- 
gation." said  Tbm  Amonrree.  deputy 
press  secretary  at  the  Department 
of  Agnculture.  the  Forest  Service's 
parent  agency- 
He  refused  to  give  details  or  fur- 
ther comment,  but  his  department 
has  demed  on  the  record  that  it 
failed  to  notify  the  GSA  of  the  sale 

When  the  GSA  vetoed  a  Later  re- 
quest to  transfer  seven  other  planes, 
the  Forest  Service  allowed  contrac- 
tor to  use  them  for  profit  anyway, 
the  subcommittee  report  said- 

The  repon  from  Mr,  Sasser's  sub- 
committee and  an  audit  by  the  GSA's 
inspector  general  referred  to  a  de- 
tailed fleet  inventory  that  is  incom- 
plete and  shows  that  at  least  185 
planes  are  flown  less  than  100  hours 
3  year 

The  report  s  fmdings  are  summa- 
rized in  three  points; 

•  "Central  inventory  records  are 
incomplete  and  laggardJy  kept  [sol 


any  meaningful  evaluaiion  of  the  use 
of  aircraft  is  currently  impossible." 

•  There  is  no  apparent  coordina- 
tion of  flights  to  ensure  a  rauonai 
use  of  the  fleet  ' 

•  "There  are  no  bmdmg  standards 
for  federal  civilian  aircraft  to  ensure 
proper  aircraft  sp'^ty  and  mainten- 
ance ' 

Some  agencies  have  no  idea  what 
It  costs  to  operate  their  pUnes.  Oth- 
ers lake  the  total  cost  and  average  i( 
out  by  plane,  tummg  in  lists  thai 
show  identical  crew  and  operating 
costs  for  each  plane 

Others  just  "withhold  recortis  to 
avoid  scrutiny,'  the  repon  said. 

"The  net  result  of  these  and  the 
other  abuses  chromcled  in  my  re- 
pon IS  a  loss  to  the  taxpayers  of  at 
least  SlOO  million."  Mr  Sasser  said, 
adding  that  his  figure  errs  on  the 
side  of  caution 

"In  fact,  I  believe  that  the  inspec- 
tor general's  audit  will  reveal  mefTi- 
ciencies  totaimg  half  a  billion  dol- 
lat^  a  year*  he  said. 

In  his  memorandum.  Mr  Qinton 
said  pUnes  'shall  not  be  used  for 
purposes  .  other  than  those  that 
constitute  the  discharge  of  an 
agency  s  ofTicial  responsibtitues  ' 

His  order  to  jusnfy  aircraft  own- 
ership covered  all  agencies.  At  the 
same  ume  he  limited  travel  on  gov- 
ernment planes  to  top  ofTicials 

The  way  "unfair  government 
compention  ■  affects  small  busmess 
is  the  topic  of  a  round  of  hearings 
before  a  House  Small  Business  sub- 
committee 

Frank  Jensen,  president  of  the 
Helicopter  Association  Interna- 
tional, testified  last  week  that  the 
federal  government  used  pilots  and 
planes  that  ivere  not  fully  licensed  or 
held  :o  the  standards  of  pnvate  air- 
craft operators 
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Enclosure    #4 

RECOMMENDATIONS  FOR 

JOINT  GOVERNMENT/PRIVATE  SECTOR  MEETING 

ON  USE  OF  AIRCRAFT  FOR  FIRE  FIGHTING 


SUGGESTED  PURPOSES  OF  MEETING;  1.  To  facilitate  a  discussion  among 
representatives  of  the  United  States  Congress;  the  appropriate  federal  agencies, 
notably  the  Departments  of  Agriculture,  Interior,  and  Defense,  and  the  private 
sector,  particularly  the  Helicopter  Association  International,  regarding  the  use  of 
aircraft  for  fire  fighting;    2.  To  identify  problems  involving  aerial  support  of  fire 
fighting;     3.  To  discuss  possible  actions  to  preclude  recurrence  of  such  problems, 
and     4.  To  develop  short-term  and  long-term  plans  to  ensure  effective  and  timely 
aerial  support  of  future  fire  fighting  efforts. 


PROPOSED  AGENDA; 

0  Review  results  of  recent  fire  fighting  efforts  to  identify  successes  and  areas 

where  improvement  is  needed. 

0  Review  aviation  requirements  for  fire  fighting,  both  normal  and  peak. 

0  Review  aviation  assets  available,  including  private  sector,  dvil,  government, 

military,  and  reserve  components. 

0  Evaluate  these  resources  in  terms  of  technical  capacity/suitability  for  fire 

fighting,  and  in  terms  of  total,  true  costs  to  taxpayers. 

0  Review  existing  laws,  regulations  and  policy  regarding  the  use  of  helicopters 

in  fire  fighting,  i.e.,  contract  vs  government. 

0  Discuss  the  traditional  roles  of  private  sector  vs  government  in  providing 

goods  and  services  in  the  U.S.A. 

0  Establish  a  joint  government-industry  task  force  to  work  on  problem  areas, 

and  report  back  to  the  leader  who  organized  this  meeting. 
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Enclosure  #5 


J^mat  of  £epref(entatibee( 
msihinqtoiu  BC  20515-0523 

May  23,  1 994 

WARNING: 
WILDFIRES  AHEAD!! 


Dear  Colleague: 

Few  of  us  can  have  forgotten  last  year's  amazingly  d^iiictive  fires  in 
California.  Yet.  even  though  this  year's  fire  season  is  just  a  few  short 
months  away,  no  substantive  changes  have  been  made  to  improve  our 
ability  to  respond  to  these  situations. 

Forest  fires  have  the  capability  to  rage  out  of  control  and  damage  our  natural 
resources  and  nearby  residential  areas.    Hundreds  of  millions  of  dollars  in 
damages  can  occur  In  a  single  event. 

Cost-effective  improvements  are  available  that  can  profoundly  improve  our 
ability  to  respond  to  forest  fires  and  prevent  them  from  spreading  out  of 
control.    These  improvements  have  already  garnered  bipartisan  support,  but 
your  help  is  needed  to  help  push  them  across  the  goal  line. 

I  have  introduced  H.R.3224  to  replace  the  Forest ^ervjce's  IVIoduiar  Airborne 
Fire  flighting  System  (MAFFS)  with  ajnodem,  reliable  equivalent,    ine 
MAFFS  are' deployed  on  C-13D  air  transports  operated  by  the  Air  National 
Guard  and  have  been  very  important  in  dealing  with  out-of-control  blazes. 
This  approach  has  been  cost-effective  because  the  Forest  Service  does  not 
have  to  maintain  an  air  tanker  fleet;  unfortunately,  the  units  are  outdated 
and  must  be  replaced.    For  less  than  $15  million,  my  legislation  would 
purchase  new  equipment  to  dramatically  increase  the  capacity  and  reliability 
of  this lirerigntmg  resource.' 

I  also  asic  for  your  support  of  H.R.3440  to  ensure  a  faster  response  by  the 
U.S.  Forest  Service  to  dangerous  fires.   At  no  cost  to  the  federal^ 
government,  this  legislation  would  increase  our  firefighting  capabilities  by 
ensuring  that  the  full  complement  of  our  forces  are  deployed  in  as  timely  a 
manner  as  possible. 

H.R.3440  will  repeal  an  Ill-advised  limitation  on  the  use  of  federal  resources 
that  prohibits  the  Air  National  Guard  from  stepping  in  until  all  civilian  aerial 
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Rotor  &  Wing 
February   1984 


Enclosure  #6 

COMMERCIAL 
GOVERNMENT  HELICOPTERS 


I  GREW  UP  ;n  my  comoany  doing  busi- 
ness *icn  ;he  government  and  I've  been 
watcmng  the  neiicooter  operators  out  :here 
get  ciooDered  day  alter  day  ov  competition 
from  the  government.  It  didn  t  just  happen 
ovemtgnt.  It  ■^aa  one  incident  here  and  one 
more  there  and  finally  we  [the  Helicopter 
Association  International]  just  said  enough 
13  enougn." 

With  that  assessment  by  Loran  iPati  E. 
Patterson,  president  ot"  Continental  Helicop- 
ters Inc.  and  HAi.  the  association  iauncned  a 
campaign  against  government  competition 
with  commercial  helicopter  operators. 

Unibrtunateiy,  :here  is  a  ['oreDocing  hitch. 
K.\Is  memoership  includes  puolic-service 
operators  ana.  .n  some  cases.  :hev  ire  '-he 
■-arget  jf  :he  associations  govemment-com- 
oetraon  camoaign 


At  a  time  of  reduced  de- 
mand for  their  services, 
commercial  operators  are 
finding  some  major  compe- 
tition coming  from  an  unex- 
pected source:  their  own 
tax  money.  How  does  one 
compete  with  one's  gov- 
ernment—and win? 

By  L  Kim  Smith 

"^■Ve  are  ;ust  :rying  uj  do  our  ,ob  and 
pen'orm  a  service  tor  :he  puoiic. '  one  iaw 
eni'orcement  oilliciai  said  e-xasoerateaW  We 
ion  t  ^et  .nvoivea  :n  :nese  '.nings  to  tSKC  '.he 


bread  oiT  the  tables  of  the  commercial  opera- 
tors. For  e.xampie.  if  the  California  Deoart- 
ment  of  Forestry  XDF^  is  able  :o  getsurolus 
.^ir  Force  helicopters  and  ignt  nres  at  a 
lower  cost  than  the  commercial  operators. 
more  power  to  them  and  the  taxpayers  There 
are  no  laws  that  say  the  government  has  to 
support  commercial  helicopter  operators  ' 

The  proolem.  obviously,  is  by  no  means 
one-dimensional. 

In  mid-June,  the  HAI  sent  letters  to  ita 
memoers  asKing  ooerators  to  aocument  cases 
of  government  competition.  Attached  to  the 
letter  was  a  government  comoetition-reoort- 
ing  form  that  asked: 

•  Type  of  contract  or  potential  contract 
aiTectea  by  government  comoetuion; 

•  Speciiic  :inanciai  penalties  mvoivea: 

'Continuea  on  Page  53i 
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•  Estimated  future  financial  losses. 

•  Government  agency  involved: 

•  Type  of  mission:  date  and  time  ot  mis- 
sion: agency  contact; 

•  Reason  given  for  government  handling 
of  mission:  and 

•  Elected  officiais  contacted  and  their  re- 
sponse. 

Despite  harried  daily  schedules  and  a  nor- 
mal streak  of  apathy,  several  operators  re- 
turned the  forms  to  HAl  headquarters. 

Cascade  Helicopters  Inc..  Cashmere. 
Wasn  .  reportea  several  contracts  worth  ap- 
proximately S 100  000  were  canceled  because 
of  competition  from  the  Washington  Depart- 
ment of  Natural  Resources,  vanous  county 
sheriff  offices  and  the  US  Army  Military 
Assistance  to  Safety  and  Trailic  iMASTl 
program 


ment  would  avoid  direct  competition  in  order 
to  assist  Che  industry  in  its  time  of  need. 
Unfortunately,  thats  not  the  case.' 

Long-running  emergency 

Verticare.  located  m  Saunas.  Caiif..  esti- 
mates It  has  lost  about  S20.000  because  of 
competition  from  the  California  National 
Guard,  As  this  tale  unfolds,  the  California 
Office  of  Emergency  Services — in  conjunc- 
tion with  Monterey  County — contacted  the 
National  Guard  to  transport  materials  to 
local  residents  whose  ground  transportation 
had  been  cutoiT 

Every  Friday  for  six  months,  a  UH-lH 
from  the  California  National  Guard  in 
Stockton  transported  cargo  to  the  residents 
of  Parthington  Ridge  Yet  the  .National 
Guard  helicopter  had  to  fly  almost  two  hours 


"We  asked  the  reason  for  the  government  handling  this  mtssion  and  the  an- 
swer came  back—  t>ecause  it's  an  emergency.'  .  .  .  Can  an  emergency  last 
SIX  months?" 

A  company  official 

Verticare 


Wilham  Wells  Jr.  Cascades  vice  presi- 
dent, outlined  one  particularly  grating  inci- 
dent. 'Snonomish  Countv  ran  low  on  money 
to  operate  its  surplus  Beil  47B-L  The  agency 
went  to  :ne  puolic  and  asKed  for  funds  to 
ooerate  tne  neiicooter  for  six  months.  They 
got  560,000 — yes.  310  000  a  month  to  oper- 
ate a  Bell  4TB-1  that  fiies  only  on  emergen- 
cies. Any  ooerator  in  Washingron  would  have 
providea  a  Bell  47B-1  and  pilot  for  less  money 

Over  ;n  Kaiispeil.  Mont..  Mountain  West 
HeiicoDters  ngures  its  losing  about  530.000 
to  3-iO  000  a  year  because  of  government 
competition  Although  the  common  element 
of  lost  revenues  is  present,  the  competitive 
scenario  ;s  siigntlv  dtiTerent- 

Low-rent  JetRanger 

According  to  Mountain  West,  the  US.  For- 
est Service  '  U5FS  i.  Region  One.  dry-leased  a 
Beil  2D6B  from  a  local  operator  for  a  tnree- 
year  period  oeginning  ;n  1980  Ostensioiy. 
the  neiicopter  was  to  oe  used  for  training 
purDoses 

'However  we  found  out  that  the  USPS  was 
making  the  aircraft  available  to  other  gov- 
ernment agencies  for  a  ndiculousiy  low 
flignt  rate  of  5150  per  hour  which  included 
pilot,  fuel,  iervice  truck,  etc.. "  the  operator 
said.  'Our  normal  pre-  and  postseason  work 
with  many  government  agencies  fell  to  zero 
as  they  discovered  the  availability  of  this 
government  training  machine 

"In  one  oarticuiar  case,  we  were  scheduled 
for  ^0  to  J5  hours  of  flight  lime  wich  the 
Corps  of  Engineers  and  we  weren  t  notified 
that  the  USFS  training  machine  was  doing 
the  job  until  our  pilot  was  roiling  the  helicop- 
ter out  of  the  hangar  .  Thus,  the  USFS  was. 
in  eiTect.  subsidizing  other  government  agen- 
cies.' 

The  Mountain  West  operator  contacted 
Sen.  John  Melcner  iD-Mont.i  to  explain  the 
problem.  'His  response  was  basic  mumoo 
jumoo  It  was  an  interesting  expenence.  as  i 
have  never  seen  a  Senators  eyes  glaze  over  so 
fast  before  Wuh  helicopter  use  at  a  very 
low  level  and  manv  operators  struggling 
nnanciaiiy  you  would  tnintt  that  the  !?ovem- 


one  wav  to  pertorm  this  mission  while  there 
were  local  commercial  operators  available  to 
do  the  work. 

"^V'e  asked  the  reason  for  the  government 
handling  this  mission  and  the  answer  came 
back —  because  its  an  emergency.  '  the  Ver- 
ticare official  said.  "But  my  question  is.  what 
IS  Che  dehnition  of  an  emergency'"  Can  an 
emergency  last  six  months'" 

The  military  services  frequently  appear  to 
feel  as  if  they  are  the  "big  brother '  to  other 
governmental  agencies,  Essentially  they  are 
saving:  well  provide  our  helicopters  to  do 
your  mission  and  in  turn  our  pilots  will  get 
some  hands-on  training. 

Wrong  path  taken? 

T^ke  the  case  of  Wright  Airlift  Interna- 
tional Inc.  This  Long  Beacn.  Calif,  operator 
contracted  with  Rocky  Mountain  National 
Park  m  Colorado  to  improve  pars  paths  The 
mission  basically  involved  lifting  gravel  with 
a  Bell  214B  Reportedly  an  Army  orficer 
from  Fort  Carson  visited  the  parK  site,  dis- 
cussed the  contract  with  Park  officials  and 
benevolently  offered  the  Armys  iervices 


Tree  of  charge  .Vot  surprisingly  Wrignt 
Airlift  objected 

At  this  point,  the  operator  contacted  HAI 
to  see  what  the  Washington.  D  C  -basea  asso- 
ciation could  do  Frank  Jensen.  HAl's  execu- 
tive director  contacted  Fort  Carson  ana  was 
told  that  normally  Department  of  Defense 
iDoDi  aircraft  were  not  allowed  to  comoeie 
with  commercial  interests  out  that  the  Army 
could  pertorm  such  missions  under  an  "in- 
teragency service  agreement  ' 

The  HAI  executive  director  then  sent  ofTan 
Aug  16  letter  to  Lawrence  J  Koro.  assistant 
secretary  of  defense  for  manpower,  reserve 
afTairs.  and  logistics 

"We  are  concerned  that  [an  interagency 
service]  agreement  may  be  used  to  justify 
providing  DoD  aircraft  and  pilots  at  the 
expense  of  the  private  sector  .-^Ithougn 
Rocky  .Mountain  National  Park  has  appar- 
ently exhausted  lU  funds  for  neiicopter-as- 
sisted  repair  work,  we  ao  not  thinK  that  DoD 
should  be  oiTering  its  services  merely  to  tceep 
Its  pilots  current.' 

The  letter  brought  results,  On  Sept.  22. 
Jerry  L.  Calhoun,  principal  deoutv  assistant 
secretary  of  defense  for  manpower  reserve 
affairs,  and  logistics,  resoonded. 

"The  Armv  staff  is  uking  measures  to 
terminate  the  arrangement  descnoed  in 
your  letter  DoD  transportation  resources 
may  only  De  used  to  support  another  feaeral 
department  or  agency  if  suitable  and  ade- 
quate commercial  transoortalion  resources 
are  not  available  Further,  any  support  pro- 
vided by  the  DoD  must  be  on  a  reimoursaoie 
basis.  Except  where  provided  by  law  the 
notion  of  using  training  hours  to  suoport 
non-DoD  activities  iscontrary  to  ootn  statute 
and  our  transportation  policies. ' 

The  S10-million  drain 

If  you  want  to  near  of  economic  oenalties 
that  would  send  a  chill  down  any  operators 
spine,  just  talk  to  RocKy  Mountain  Helicoo- 
ters  Inc  RMH*  This  Provo  L'tan  ooerator 
estimates  that  some  510  million  in  orivaie- 
sector  revenues  will  be  lost  over  the  ne.xt 
three  years  due  to  government  comoetition. 
Thats  quite  a  dent  in  the  pocketbook  and  the 
problem  revolves  arouna  tne  contentious  is- 
sue of  commerciai-vs  -government  cost  com- 
parisons '  see  iideoar  on  next  page- 

Bonneville  Power  .Administration  BPA'  is 
iContinued  on  Ne.xt  Pajgei 


No  Drofit  but  what  a  loss  . 


Faced  with  fierce  competition  for  a 
finite  amount  of  work,  some  helicopter 
operators  feel  they  are  consuntly  right- 
ing poverty  and  possible  bankruptcy 
While  these  businesses  continue  to  strive 
to  keep  their  economic  heads  above  water 
the  U  S-  government  has  already  been 
engulfed  by  the  seas  of  Chapter  LL. 

The  poignant  difTerence  between  the 
two  entities  is  that  the  government  is  able 


short  of  Its  liabilities  As  of  Sept.  30, 1980. 
the  government  claimed  assets  of  5590 
billion  and  gruagingly  admitted  to 
33  QS'Z  trillion  m  liabilities. 

This  report,  according  to  the  July  1982 
issue  oi GoLernmenc  Executive  magazine. 
was  "an  effort  to  present  the  financial 
position  of  government  in  the  same  for- 
mat required  by  private  industry'  Any 
pnvate  corporation  with  a  balance  sheet 


topnntmoremoney  mordertokeepiLseif     that  looked  like  the  governments  would 
at  least  figuratively  afloat.  have  its  corporate  oificers  rushing  \nia 

Try  wntmg  a  few  bum  checks  to  tide     oblivion. 


your  business  over  and  see  what  happens. 
According  to  a  1982  report  entitled. 
"Consolidated  Financial  Statements  of 
the  United  States  Government. '  released 
bv  the  General  Accounting  Office  iGAOi. 
the  governments,  assets  fall  quite  a  bit 


As  the  former  governor  of  California 
Jerrv  Brown  once  put  it.  "The  great  proo- 
lem  m  government  is  that  it  never  goes 
bankrupt.'  It  just  keeps  pnnting  more 
and  more  of  that  green  stuiT. 
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currently  operating  SIX  li^hc  turbine  helicop- 
ters and  two  turtwprop  nxed-wing  aircrait. 
Objecting  to  ihis  m-house  arrangement, 
RMH  said  it  couid  provide  the  service  at  . 
lower  cost.  The  problem  is  that  the  govern- 
ment agency  came  up  witn  an  estimated  cost 
for  doing  the  worx  tnat  was  about  S4.000  less 
than  the  contractor 

Its  cunosity  aroused  by  this  cost  disparity. 
RMH  took  a  Iook  at  now  the  government 
arrived  at  Its  rigures.  The  operator  found  that 
the  government  was  charging  an  average  of 
S52  per  hour  for  a  Bell  206BJetRanger  while 
IC.IH.  after  operating  this  equipment  for 
more  than  10  years,  figured  $65  per  hour  was 
a  more  realistic  assessment. 

Plus.  :he  Bonneville  estimate  did  not  in- 
cluae  any  of  the  general  ana  aaministrative 
costs  for  running  the  aircraft -services  pro- 
gram. RMH  estimated  that  G&A  costs  for  an 
aircraft  program  of  the  size  currently  oper- 
ateo  by  BPA  would  cost  S54.000  per  month 
This  estimate  ^s  based  on  the  total  costs 
expected  be  incurrea  with  GSlA  rate  of  CO*"- 

There  were  other  creative  avenues  the 
government  agency  took  to  keep  its  cost 
figures  palaiaole  and  tne  service  retained  in- 
house.  The  BPA  aia  not  inciuae  direct  laoor. 
overtime  iaoor  operation  overnead  laoor  or 
fnnge  oeneiiis  as  cosfs  iuoteci  to  inflation 
Additionally,  the  agency  Usted  a  bureau- 
craticaily  optimistic  mriation  rateofoniy  4''r 
Do  they  know  something  we  don  t**) 

Guarantees  of  loss 

Insurance  costs  were  also  a  departure 
point  for  the  government  agency  and  the 
operator  The  government  is  requirea  to  pur- 
chase only  a  minimum  of  insurance,  wniie 
the  contractor  had  to  factor  in  insurance 
costs  for  actual  ana  consequential  damages 
of  SI  million — as  well  as  a  minimum-na- 
bility  coverage  of  35  million.  BPA  had  not 
factorea  ;n  any  costs  to  cover  an  aircraft 
accident  or  loss. 

James  Burr,  president  of  RMH.  told  the 
BPA  in  a  June  20  letter  "If  this  contract  was 
dwaraed  to  a  pnvaie-enterprise  comoanv.  the 
taxpayers  would  be  orotectea  wuh  a  fixed 
pnce.  There  ;s  no  guarantee  at  all  tnat  BPA 
will,  or  ;n  fact  could,  remain  within  the  price 
It  estimates  tne  5er%'ice  will  cost. 

'As  an  e.tamole  if  an  aircraft  were  de- 
stroyed in  an  accident,  the  costs  could  easily 
expana  by  as  mucn  as  5600.000  in  one  inci- 
dent because  the  BPA  is  self-insured'  .-^s  a 
protection  to  the  taxpayers  and  a  contribu- 
tion to  DuQget  controls,  the  best  assurance  of 
cost  containment  is  outside  contracting." 

in  Its  final  assessment.  RMH  figured  its 
cost  would  undercut  a  realistic  BPA  estimate 
by  at  ;east  5200,000  The  operator  formallv 
rcQuesieo  an  inaepenaeni  audit  to  assess  the 
actual  anticipated  costs  for  the  three-year 
contract  penoo.  itay  tuned. 

California's  UH-1s 

What  really  focused  the  helicopter  mdus- 
trvs  attention  on  the  issue  of  government 
competition  was  the  US.  .-^ir  Forces  L981 
leasing  12  Bell  L'H-Us— at  'no  charge  '  —  to 
the  California  Department  of  Forestry  i  CDF' 
for  firehgnting  purposes  iNov  31.  page  12)- 
The  brounaha  over  this  issue  was  enormous 
and  for  iome  operators  a  oitter  ai'tertaste 
still  iingers- 

In  Seoiemoer  1981.  Don  Rommger.  CDF 
air  operations  officer  told  RiWI.  'The  com- 
mercial ooeratorsj  keeo  saving  we  are  lasmg 


business  jwav  from  private  -enterprise  but 
wnai  we  re  really  dome  'S  translemne  state 
business  trom  one  sector  of  private  mdusirv 
to  another  We  are  going  out  to  inaustrv  for 
our  pilots  and  we  also  go  out  for  mainte- 
nance contracts  ' 
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Their  pilots  wiil  become  state  emolove* 
elTective  Jan  :.  1984  Thev  ve  now  aecio^ 
that  the  puois  should  be  on  their  pavroil  ar 
the  whole  thing  is  just  oecoming  anoini 
massive  oureaucracy  My  unaerstanoir 
IS  that  CDF  '.ned  to  get  aaditionat  mont 


"flfter  some  long  discussions,  we  finally  came  to  the  conclusion  that  to  kee; 
our  budget  costs  down  we  would  have  to  go  with  pilots  who  were  state  em 
ployees." 

Cecil  Gill 

Chief  Helicopter  Pilot 

California  Department  of  Forestry 


Yet.  in  mid-Novemoer  1983.  Wanaa 
Rogers,  executive  vice  president  of  Rogers 
Helicopters  inc..  CIovis.  Calif,  and  HAI  trea- 
surer, pointed  out  that  CDF  was  now  going  to 
hire  pilots  as  state  employees 


from  the  budget  to  build  their  own  maint. 
nance  faciiiiy  but  they  got  their  funds  cu 
Commercial  neiicopter  operators  itooa  ■ 
lose  over  52  million  by  CDF  acquiring  tho; 
aircraft  ' 


Cost  comparisons:  Why  don't  they  add  up? 


At  first  glance,  it  appeared  a  relative!- 
simple  problem  Whether  the  feaerai  go--- 
emment  or  the  private  <«ctor  provides 
commercial  gooas  or  services  should  de- 
pend upon  which  entity  can  do  it  at  the 
lowest  cost.  Yet  thi.^  simplistic  answer  is 
far  from  being  an  accepted  solution. 

As  Sen  Warren  B  Rudman  R-NH.' 
has  pointed  out: 

"Acceptance  of  the  premise  that  gov- 
emment  should  deciae  on  the  basisofcost 
whether  to  produce  a  good  or  service  in- 
house  or  procure  it  from  the  pnvate  sector 
implies  acceptance  of  the  propnety  of 
government  comoetiiion  with  pnvate  en- 
terprise Congress  nas  never  accepted 
tnat  premise  To  do  so  would  be  to  steo 
awav  from  the  ooiiiicai  and  economic 
cneories  upon  wnicn  our  country  stands 

Esseniiallv.  tne  onncioie  that  the  gov- 
ernment snould  not  comoeie  with  pnvate 
maustrv  isaeeolv  entrencned  m  our  free- 
enteronse  national  osvcne  Yet  tne  latest 
revision  of  the  Office  of  Management  and 
BuQget  0MB'  Circular  .A-"6.  'Policies 
for  Acquiring  Commercial  or  Endustnai 
Products  ana  Services  .'^eeaed  by  the 
Government."  focuses  heavily  on  cost 
comoarisons 

Circular  .^-T6  states  that  the  govern- 
ment should  reiv  on  the  pnvate  sector 
except  when  the  government  can  operate 
...  the  activity  at  an  estimated  lower  cost 
.than  a  qualified  private  commercial 
source  'There  is  also  the  .A-T5  caveat  that 
existing  government  m-house  activities 
will  not  oe  converted  to  outside  contrac- 
tors unless  there  is  a  cost  savings  of  at 
least  10'"'-  in  oer^onnei 

So  wnat  results  is  the  need  to  conduct  a 
lot  of  government  vs  pnvate  sector  cost- 
comparison  studies.  Yet  industry  and 
government  do  not  exactly  follow  the 
same  accounting  procedures.  Also,  the 
cost  studies  compare  an  industry  fixed 
pnce  to  a  government  cost  estimate. 

"The  government  cost  doesn  t  taKe  into 
account  tne  cost  of  bad  debts,  interest  on 
borrowed  monev.  expenses  of  marketing 
and  oromotion.  iiabiiiiv  and  other  soeciai 
insurance  requirements,  the  cost  of  fed- 
eral regulations,  the  duTerences  :n  re^- 


ator>'  sianaaras.  a  contractmg-oui  e.i 
pert  reported  'In  snort,  the  :or 
comoanson  process  is  itrongiy  oiasea  . 
favor  01  :ne  government  penormmg  :n 
service  in-house." 

Wanda  Rogers,  executive  vice  pres; 
dent  of  Rogers  Helicopters  Inc..  C'.ovij 
Calif,  and  treasurer  of  the  Heiicopte 
Association  International  HAI).  ex 
plained  the  difficulty  she  exoerience 
with  government  cost  compansons.  Thi 
examole  revoives  around  the  L'  3.  Ai 
Force  leasing— "at  no  cnarge'  — ; 
L'H-lFs  to  the  California  Deoartment  : 
Forestrv   CDF^ 

"Sucn  leases  mav  30t>ear  deceotivei 
attractive  to  states."  sne  said,  but  th- 
facts  are  ^"lat  the  ta-xoavers  actually  eni 
upoeanng  a  disproportionate  snare  of  th' 
operating  :osts  The  true  costs  oi  sue: 
leases  remain  nidden  from  tne  suolic.  7o 
examoie  the  state  must  transoort  anc 
refuroisn  anv  .eased  aircraft  and  mus 
provide  pilots,  mecnanics.  fuet,  msur 
ance  ana  other  miscellaneous  items 
Contractual  arrangements  with  pnvatt 
operators  normally  include  sucn  items  ' 
.\  Juiv  ;98J  reoort  m  Goiernment  Ex 
ecucite  magazine  traces  the  evolution  O' 
the  labor-oercentage  factor  jsea  wne.-- 
government  conaucts  cost  comoanson; 
BacK  m  L975.  the  Office  of  Federa 
Procurement  Policy  OFPP'  asKed  tht 
Civil  Service  Commission  CSC  — no» 
the  Office  of  Personnel  Management!  '.. 
come  up  with  a  numoer  that  OFPP  couic 
factor  m  as  Its  m-nousecost  of  emoiovees 
After  muihng  it  over  ana  doing  somt 
calculating,  the  Civil  Service  Commta 
sion  came  oacK  with  tne  following: 

"If  the  same  laws  mandatorv  on  indus- 
try, relative  to  pension  plans,  etc..  wer^^ 
applied  to  government,  the  percentage  o: 
direct  labor  coats  that  snould  be  aadea  :c 
direct  government  laoor  costs  to  comoute 
the  total  cost  of  in-house  workers  to  gov 
emment  is  oo'v"" 

Wild  bansnees  couldn  t  have  made  tht 
federal  government  use  55"c  Accordint 
to  the  exoerts.  in  almost  everv  case,  ao 
plying  55 -"c  m  cost -comparison  stuoie: 
would  have  made  contracting  out  tne  on r. 
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CheckmewiLh  CDF's  lead  helicopter  pilot. 
Cecil  Gill.  I  found  ihat  the  aeencv  plans  to 
hire  seven  permanent  and  four  seasonal 
piioi5.  'Alter  some  long  discussions,  we  fi- 
nally came  to  the  conclusion  that  to  keep  our 
budget  costs  aown  we  would  have  to  go  with 


personal  feelings  m  ihe  helicopter  proirram. 
thats  the  wHv  we  want  it  Our  maintenance 
facility  .;  Big  Valley  Aviation  in  Stockton." 
Gill  said  he  was  acutely  aware  of  the 
charges  of  government  competition  "because 
we  answer  to  it  daily '  Asking  the  lead  heii- 


"The  most  successful  EMS  operations  in  the  U.S.  today  are  private.  If  you  look 
at  trie  public-service  user  and  its  EMS  operations,  they  aren't  successful.'* 

Loran  E.  Patterson 

President 

Continental  Helicopters  Inc. 


pilots  who  were  state  employees 

There  was  some  thought  at  one  time  for  us 
to  have  our  own  maintenance  facility."  Gill 
said,  "but  ihats  not  going  to  happen.  The 
maintenance  m  the  foreseeable  future  will 
remain  contracted  and  as  far  as  our  own 


copter  pilot  about  the  orogram  s  safety  record 
with  the  surplus  Air  Force  helicopters  and  its 
program  costs  elicited  the  following: 

■'As  a  government  agency,  we  are  exempt 
from  the  FAA  regulations  but  we  are  striving 
100^<r  to  stav  within  the  boundaries  of  Parts 


alternative  The  OFPP  told  CSC  to  try 
again  out  suggested  that  CSC  'disregard 
the  unfundea  portion  of  the  pension  lia- 
biiitv,  disregard  obligations  due  in  the 
future.  I.e.  pension  credits  federal  em- 
ployees have  already  earned."  The  CSC 
recomputed  and  manageti  to  shave  the 
figure  from  55^^  to  34*^^ 

As  a  Government  Executive  editor  put 
it.  "The  ourst  of  objection  to  that  was  like 
a  nuclear  weapon  expioamg  Upshot:  a 
1979  revision  oftheA-7o  Circular  ol'OMB 
,  .  said,  basically,  'Use  IQA^c'  It  is  the 
kind  of  numoer  that  looks  as  if  its  the 
result  of  careful  statistical  analysis  but 
was.  mfact.  anorT-che-wall  figure,  largely. 
Its  main  attractiveness  a  perception  m 
0MB  that  it  was  $aieaole" 
Ooerators  :usDected  it  all  along. 
Despite  the  oervasive  inequities  in  how 
the  government  and  private  :naustry  do 
their  accounting,  cost  compansons  stiil 
show  contracting  out  to  oe  cost  effective 
In  1982.  :he  Congressionai  Budget  Of- 
fice released  a  study  entitled  "Contract- 
ing Out  for  Federal  Suoport  Services: 
Potential  Savings  and  Budgetary  Im- 
pacts' According  to  Frank  Sellers,  stall 
director  of  the  Business  Alliance  on  Gov- 
ernment Comoetition.  the  report  showed 
that  shifting  services  to  the  private  sector 
could  save  the  federal  government  some 
S335  million  a  year  Looking  to  the  bud- 
getary out-years,  that  saving  could 
balloon  to  a  healthy  S8TQ  million  an- 
nually 

"The  report  states  that  m  1981.  about 
19  5  billion  dollars  went  toward  some 
three-fifths  of  the  commercial-type  serv- 
ices oen'ormed  bv  the  government  by  a  . . 
worK  force  numoenng  495.000."  Seller3 
told  RiWl. 

That  translates  roughly  into  bC^c  of 
he  money  going  to  obtain  services 
.irough  government  workers  in-hous* 
and  40^c  contracted  out  to  the  pnvate 
sector  BacK  in  L96T.  SQ'^c  of  the  commer- 
cial goods  and  services  required  by  the 
government  were  procured  from  pnvate 
industry  ."^ow  the  numoers  have  fiip- 
flopped  and  this  is  at  the  very  same  time 
we  nave  a  directive  m  place  that  savs  the 


federal  government  will  rely  on  the  pn- 
vate sector  CBO  iaid  they  thought  that 
about  30*7  of  the  in-house  commercial- 
type  work  could  shift  to  private  industry 
and  that  those  services  did  exist  in  the 
pnvate  sector' 

Sen.  Rudman  has  gone  on  record  stat- 
ing that  up  to  SI  billion  per  year  could  be 
saved  by  snifting  the  production  of  goods 
and  services  from  the  government  to  the 
pnvate  sector 

In  a  June  1982  testament  to  contracting 
out.  Edwin  Harper,  assistant  to  President 
Reagan  for  policy  development,  outlined 
his  perspective: 

"We  estimate  that  the  government  cur- 
rently operates  thousands  of  commercial 
or  moustnai  activities  subject  to  \--S 
cost  studies  with  an  annual  operating 
cost  of  apout  36  billion  and  with  aoout  a 
S3-biliion  capital  investment.  The  vast 
majority  of  these  activities  has  never  oeen 
subject  to  competition. 

"If  these  activities  were  subject  to  the 
cost-comparison  studies  required  by 
.A-76,  we  estimate  that  about  154.000 
personnel  spaces  could  be  converted  to 
contract  operations  wuh  a  Tive-year 
cumulative  savings  between  FY1982  and 
L98T  in  e.xcess  of  So  billion  " 

Yet  public-service  operators  will  main- 
Uin  that  thev  are  providing  the  public  a 
service  at  a  mucn  lower  cost  than  could  be 
obtained  from  a  commercial  helicopter 
operator 

The  missions  that  we  fiy  are  the  ones 
that  pnvate  enterprise  doesn  t  want  to  get 
involved  with.  ■  a  taw-enforcement  oificial 
said.  ".And  we  can  do  the  mission  at  a 
much  cheaper  cost  to  the  taxpayer  With 
federal  and  state  budgets  being  drasti- 
cally cut  back,  if  we  couldn  t  prove  that 
our  helicopter  operations  were  cost  etTec- 
tive  do  you  think  for  one  second  that  we 
would  still  be  m  the  flying  business:*" 

Although  number-mangling  has  at- 
uined  the  level  of  a  fine  art.  an  apples-to- 
appies  cost  companson  between  the  gov- 
emment  and  the  pnvate  sector  would  be 
illuminating-  The  pnrases  "at  no  cost"  or 
'less  cost  ■  might  taxe  on  entirely  differ- 
ent meanings 


91  and  13.1  I  don  t  know  of  anv  incidents 
where  we  have  stepped  out  of  those  bound- 
aries. We  have  flown  about  3.500  hours  since 
we  got  the  aircraft-  So  for  three  year^  now  we 
have  operated  wuh  our  own  aircraft  virtu- 
ally accident-free  Pnorto  that,  we  had  three 
accidents  in  two  year3  with  the  contract 
aircraft. 

"Our  program  costs  are  available  to  the 
public.  If  you  would  like  to  see  the  figures 
just  send  a  written  request  and  well  send 
them  on  to  you.  We  were  surprised  because 
we  are  actually  doing  better  cost-wise  than 
we  had  projected-  We  even  went  as  far  as 
bringing  in  analysts  to  study  the  program 
costs  and  we  have  bettered  all  our  goals." 

Washington  wheels  grind 

The  Air  Forces  leasing  of  12  mothballed 
UH-lFs  to  a  state  government  agency 
started  a  flurry  of  activity  in  Wasnington. 
DC  HAI  and  its  members  manager  to  get 
the  1982  Defense  .Appropriation  Bill  to  carry 
a  specific  prohibition  against  the  Pentagon 
leasing  aircraft  to  nonfederal  agencies  when 
commercial  operators  ft/ere  ready  to  provide 
the  sep.'tce  This  same  provision  is  also  in- 
cluded in  the  1983  appropriation. 

As  a  result  of  this  concerted  HAI  cam- 
paign, the  assistant  secretary  of  deiense  is- 
sued a  guidance  memorandum  conhrming 
the  DoDs  poiicv  of  not  competing  with  the 
pnvate  sector  The  U  S  Coast  Guard  issued  a 
similar  memorandum. 

Yet  everytning  is  not  exactly  copacetic  in 
helicopter  land. 

For  several  years,  the  helicopter  mdustry 
has  been  touting  the  public-service  uses  of 
the  neiicopter  The  community  has  been  tell- 
ing Congress  and  administration  oificials 
what  wondenul  services  the  nelicooter  can 
provide  Helicopter  oiTicials  have  puiTed  out 
their  chests  and  listed  the  numoer  ot  lives 
saved,  '-he  number  of  peoole  rescued,  ''.he 
emergency  medical  service  -EMS'  missions 
Rown,  the  numoer  of  arrests  maoe  with 
helicopters,  and  so  on. 

The  figures  have  been  impressive  and 
some  important  folks  have  even  iistenec. 

One  man's  good  news  . . . 

At  last  summers  .Airoorne  Law  Enforce- 
ment .Association  >  .ALEAi  meeting 'Nov  33. 
page  44 1  the  .National  Hignway  Traffic 
Safetv  .Administration  i.VHTSAt  announced 
It  had  lifted  a  lO-year  pronioition  on  the  use 
of  federal  funds  for  helicopters  and  fixed- 
wing  airplanes  Accoraing  to  an  NHTSA 
official,  the  administration  has  a  healthy 
SlOO  million  to  be  distnouted  among  the 
states. 

This  money  can  be  used  to  purchase  air- 
craft but  the  unit  must  be  used  as  a  multi- 
mission  vehicle,  capable  and  equiooed  for 
and  limited  in  intended  use  to  EMS  missions 
and  police  traffic-service  functions  reiated  to 
law  enforcement,  with  an  absolute  onority 
accorded  to  EMS-duty  needs  for  ^cement  site 
victim  removal." 

When  Loran  E.  Patterson,  president  of 
HaI  and  Continental  Helicopters  Inc..  read 
about  that  SlOO-miliion  grant  program  ;n 
R&WI.  hts  reaction  was  decidedlv  negative. 

The  most  successful  EMS  operations  m 
the  U  S  todav  are  pnvate  If  vou  loon  at  the 
puolic-service  user  and  its  E-MS  operations, 
thev  aren  t  successful  Thev  put  on  a  good 
show  out  thev  re  so  restricted  bv  their  own 
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iniemai  regMiations  that  if  theres  a  cloud  m 
the  SKv  they  can  t  go  out  and  fly  " 

Jujitaoosin?  this  remark  against  a  com- 
ment oy  a  puolic-service  operator  depicts  the 
aepth  and  emotion  of  this  controversy. 

The  thin^  that  we  get  invoived  in.  the 
missions  that  we  riv,  are  the  ones  that  pnvace 
enteronse  just  aoesn  t  want.  In  other  words, 
they  [ike  to  nave  tne  cream  o(  the  crop.  They 
don  t  like  to  get  called  out  m  the  middle  of  the 
nignt  in  a  r'uil-blown  rainstorm  and  reaily 
have  :o  5tru?gte-  Thats  our  job  and  that's 
wnat  we  re  trained  for.^ 


As  one  commercial  operator  ruefully  ex- 
plained: 

"A  lot  of  these  commercial  operators  were 
doing  tine  and  then  the  economy  sagged  and 
the  oris  ho  re- support  inaustry  dned  up.  They 
had  to  look  for  other  markets  u  put  their 
machine  to  work  and  there  was  EMS.  But 
when  they  tned  to  break  in  they  found  that 
the  law-^nforcemept  agencies  had  it  covered. 
That  was  their  introduction  to  government 
competition  and  now  :hey  ail  want  to  do 
something  about  iL" 

The  California  Hignway  Patrol  iCHP)  has 


A  legislative  cure? 


California,  many  operators  agree,  is  a 
hotbed  of  this  kind  of  activity.  "It's  reaily 
rampant  m  California."  declared  Wanda 
Rogers,  president  of  Rogers  Heiicooters 
Inc..  Clovis.  Caiif.  and  secretary  ox"  the 
Helicopter  .Association  International 
<KA1). 

The  Oiggest  "cuipnts".  according  to  the 
operators,  are  the  Caafomia  Department 
of  Forestry  CDF^  and  the  California 
Hignway  Patrol  CHPV  Both  agencies 
conduct  :heir  respective  .-nissions  with 
their  own  neiicopters. 

.-Mthougn  helicopter  operators  claim 
they  nad  nothing  lo  do  wiih  ihe  bill,  the 
Fair  Competition  Practices  Act :  AB  l465i 
was  introauced  to  the  Caiilomia  Legisla- 
txire  on  Marcn  3.  :983.  Essentiaily,  the 
bill  would  have  prambited  state  agencies 
from  'oiTenng  for  sale  to  the  general 
public  gooQs  or  services  which  are.  as  a 
practical  matter,  available  from  pn\'ate 
enterpnse." 

Desoite  ±e  fact  this  credo — the  gov- 
ernment anouid  not  comoete  with  the 
private  sector — is  auoposeflly  entrencned 
in  our  :Yee-enterpnse  system.  California 
decided  to  unaerune  :he  concept  and 
maxe  tt  law  The  bill  died  last  year  .n 
committee  out  its  proponents  pledged  to 
remtroauce  it  m  January. 

Should  the  bill  oe  resurrected  in  its 
onginai  form.  :here  is  a  provision  that 
calls  for  the  ibrmanon  of  a  commiuion  to 
hear  complaints  aoout  alleged  violations 
of  the  act. 

"Ail  we  need  is  the  opportunity  to  pres- 
ent our  case  and  have  someone  listen." 
one  helicopter  operator  lamented.  "We 
have  to  auopress  the  sweiling  state  bu- 
reaucracy Defore  it  crowds  us  ngnt  out  of 
California  and  mto  unemployment-" 

In  Wasmngton.  D.C..  meanwtule.  Sen. 
Warren  B.  Rudman  iR-N.H.]  in  early 
August  introduced  S.1T46.  the  Freedom 
from  Government  Competition  Act  ot 
1983.  .As  the  title  implies.  5.1746  basi- 
cally would  direct  the  feoerai  government 
to  orocure  from  the  private  sector. 

"Numerous  studies  connrm  what  we 
should  ail  know  intuitively.*  Rudman 
said.  'Pnvate  firms  <an  produce  the  com- 
memai  goods  and  services  government 
requires  for  less  than  their  governmental 
counterparts . . .  Estimated  savings  are  m 
the  il-btllion-per-year  range. 

"Dunng  1975-1977.  a  penod  of  in- 
CTeased  attention  to  th'*  problem,  less 
than  2%  of  more  tnan  21,000  commercial 
or  maustnal  activiuea  cameo  on  by  tne 
government  were  termin&teo.  Even  with 


the  present  aitenuon  to  the  sua  of  govern- 
ment, the  number  of  civil-sennce  employ- 
ees increased  by  over  12.000  for  the  two 
years  ended  DeceraOer  1982  ..." 

In  eariy  Seotember.  HAI  sent  a  "Wash- 
ington Watch"  memo  to  its  memoers  ea- 
plaimng  the  Rudman  bill  and  irging 
members  "a5ectea  Dy  government  en- 
croachment" to  contact  their  senators. 
Loran  E.  Patterson.  HaI  president  and 
president  of  Continental  Helicopters  Inc., 
wrote  to  several  Congressmen  aaiung  for 
their  support  of  the  proposed  legislaaon; 

"Government  competition  wiui  the  pri- 
vate sector  IS  an  on-goin^  problem  and 
poses  a  threat  u>  the  continued  availa- 
bility of  services  such  as  agncuitural 
spraying,  external  loading,  construction 
work,  nrefightmg,  emergency  medical 
services,  ana  others.  .Many  helicopter  op- 
erators have  cradiuonaily  reiied  on  con- 
tracts from  feoerai.  state,  and  local  gov- 
ernments for  a  substantial  portion  of 
their  livelihood.  Increased  use  of  govern- 
ment aircrail  lo  replace — or  even  aug- 
ment— these  services  would  be  devaatat- 
ing" 

The  Rudman  bill  is  presently  m  the 
Senate  governmental  ailairs  committee 
and  has  managed  to  attract  four  cospon- 
sors.  including  Paul  Laxait  R-Nevi. 
Daniel  K.  Inouye  D-Hawaii).  Gordon  F. 
Humonrey  R-N.H.;.  and  Pete  Wilson 
■  R-Caiif.:.  Robert  Coatea.  Rudmans  legis- 
lative assistant,  told  R&Wl  that  Congres- 
sional hearings  on  this  suoiect.  onginaily 
scneauied  for  Octooer.  haa  been  poat- 
poned  until  the  tirst  part  of  1984. 

"One  reason  for  ±e  postponement  is 
that  we  are  waiting  to  taxe  a  loo*  at  an 
Office  ofManagement  and  Budget  iOMBl 
report  that  is  due  out  snortly.'  Coates 
said.  "ONIB  IS  conaucting  a  review  of  ail 
in-house  government  work  and  the 
agency  is  making  recommendations. 
These  Congressional  hearings  should 
reaily  expiore  this  subtect  thorougnly" 

.\s  evident  by  these  two  bills,  it  boesn  t 
appear  likely  that  the  government  com- 
petition isaue  will  quietly  and  politely 
fade  into  the  oureaucrauc  woodwork- 
Wanda  Rogers,  who  has  been  tena- 
aoualy  fignting  thia  battle  for  several 
years,  made  her  feelings  clear  U)  RStWl; 

"We  need  permanent  strong  legislauon 
on  this  issue.  Something  that  would  take 
the  states  and  their  agencies  by  the 
throat  and  sav  it's  almost  a  cnma  if  you 
compete  with  the  private  sector." 

Somehow  that  doean  t  sound  like  a  dec- 
larauoQ  of  detente. 
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found  Itself  at  sword's  point  with  several 
commercial  helicopter  operators,  pnmaniy 
over  the  EMS  issue.  The  iaw-enibrcemeni 
agency  recently  received  a  NHTSA  grant  to 
purcnase  two  Bell  206L-3  LongRanger  Ills. 
CHP  wants  to  use  these  helicopters  tor  EMS 
missions  within  the  Sacramento  and  Central 
Valley  regions  of  California  and  nopes  lo 
increase  the  numoer  of  traxlic-reiated  E.NtS 
helicopter  missions  in  those  regions  oy  25'^  . 
using  the  two  newiy  acquired  aircrai't. 

This  move  to  increase  its  EMS  capaotiities 
did  not  exactly  endear  CHP  to  Rogers  Heli- 
copters Inc. 

"Every  air-charter  operator  in  the  state  of 
California  is  being  aiTected  by  CHP."  Rogers 
told  R&WI.  This  grant  they  received  fully 
enutles  them  to  go  into  medevac  services. 
They  re  not  only  in  direct  competition  with 
Rogers  Helicopters  but  also  with  Evergreen. 
Continental,  and  with  operators  who  have 
aircrai't  on  contract  with  nospitais.  We  go  out 
on  calls  and  CHP  beats  us  to  the  scene 
because  thev  are  constantly  momtonng  tne 
calls.' 

Just  doing  the  job 

CHP  Commissioner  James  E.  Smith  re- 
sponaed  to  a  letter  from  H-Al  outlining  tne 
commercial  operators  laments  with  the  per- 
ceived competiuon  from  CHP" 

The  departments  policy  concerning  com- 
mercial heiicoDter  operators  nas  always  oeen 
NOT  to  compete  with  or  duplicate  emergency 
services  that  ire  alreaay  oeing  adequately 
provided  .  .  .  CHP  is  often  the  drst  resoonc^r 
to  an  acadent  wnere  there  are  mjurea.  We 
must  assume  responsibility  for  the  victim 
before  considering  wno  gets  caileo  for  tne 
a^nsoort  .  ,  . 

■'While  I  recognize  there  are  many  profes- 
sional commercial  helicopters  locatea  in  Cal- 
ifornia that  advertise  varying  leveis  of  EMS 
service,  our  expenence  has  snown  tnat  they 
are  often  not  weil-equippeo  or  resoonsive 
wnen  an  emergency  arises.  This  is  not  gener- 
ally true  with  those  commercial  ooerators 
that  have  fully  dedicated  air  ambulances. 
staiTea  and  reaay  to  respond" 

So  nere  we  are  witn  a  controversy  orewing 
and  HAI  has  naturally  found  itseif  uncom- 
fortaoiv  m  the  middle.  HAI's  Franx  Jensen 
toid  RScVil. 

There  has  been  an  increased  interest  on 
the  part  of  Congress,  the  agencies,  and  state 
emergency-services  directors  for  .iigner  ap- 
propnations  for  hignway  sai'ety.  inciuaing 
meoevac.  To  some  cjitent.  this  is  coramena- 
able.  as  a  method  of  ensunng  that  the  needs 
of  remote  communiues  are  properly  met. 
But.  :n  these  days  of  cutting  government 
spending,  channeling  taxoayers  monies  '-> 
fund  programs  that  can  oe  nanoleo  by  the 
private  sector  is  counteroroductive." 

HAI  has  asKed  James  Sancnex  to  chair  an 
ad  hoc  committee  on  public-service  otwra- 
tions  to  investigate  the  extent  of  the  govern- 
ment competiuon  proolem.  Pat  Patterson. 
HAI  president,  will  chair  an  ad  hoc  commit- 
tee on  government  compeution  and  will  for- 
mulate the  associations  position  ana  recom- 
mend action.  Everyone  is  .^opIng  that  :-iere 
will  be  better  communications  between  all 
interested  parties. 

There  are  those  who  believe  that  next  to 
the  issue  of  government  comoetition.  HAI 
may  decide  that  the  controversv  over  inter- 
national vs  L'  5.  memoersnip  m  the  associa- 
tion was  a    -Ke  of  caKC  ■ 
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Enclosure  #7 


USA  Today 
June  17,  1993 


When  you're  losing  money, 
don't  try  making  it  up  in  volume 


Two  reports  recently  issued  shed  some  light 
on  two  remarkably  different  management 
approaches. 

The  first  report  was  the  listing  of  the 
"Fortune  500,"  a  compilation  by  annual  reve- 
nue for  1992  of  the  500  largest  manufactunng 
companies  in  Anvrica.  The  list  is  put  together 
annually  by  Fortune  magazine.  (For  the 
record,  Mobil  was  sixth  among  the  500  for 
1992;  same  as  the  previous  year) 

The  second  report  was  released  by  the 
Institute  for  Policy  Innovation  (IPI)  of 
Lewisville,  Texas.  The  IPI  report  was  titled 
Government:  America's  #7  Growth  Industry. 

The  different  philosophies  can  be  best 
summed  up  as  follows: 

•  There  are  4.4  million  fewer  people 
working  for  the  Fortune  500  companies  than 
there  were  in  1980. 

•  In  1992,  for  the  first  ti.me  ever,  there 
were  more  avilian  government  employees  ttian 
pnvate  sector  manufactunng  employees  in  ttie 
U.S.  That's  more  people  working  in  government 
at  federal,  state  and  local  levels  than  in  all  the 
factories  and  plants  in  the  entire  country. 

Let's  face  it.  No  company  likes  to  lay 
people  off.  It's  always  a  tough  decision  to  cut 
staff.  But  it  also  is  something  that  sometimes 
has  to  t:e  done  to  t»ecome  more  efficient  and 
competitive  and  to  provide  long-term  growth. 
All  of  which,  down  the  road,  will  eventually 
lead  to  more  jobs. 

That  philosophy  has  certainly  worked  for 
the  business  community. 

As  one  business  magazine  editor  put  it, 
the  nation  s  businesses  are  now  "in  the  most 


efficient  position  we've  been  in  globally  in 
years. ...  "  And,  responding  to  protectionist 
talk  coming  out  of  Washington,  the  same  edi- 
tor said,  "Rather  than  worry  about  protecting 
the  economy,  we  ought  to  be  using  our  com- 
petitiveness and  slaying  foragn  markets." 

Government  and  its  agencies,  on  the 
other  hand,  have  grown  faster  than  the  econ- 
omy's atjility  to  support  ttiem,  according  to  IPI. 
As  a  percentage  of  ttie  economic  output,  fed- 
eral, state  and  local  government  have 
increased  by  nearly  a  third  since  1960— "from 
26.6  percent  of  GNP  (gross  national  product) 
to  nearly  37  percent  today.  Government 
spending  per  household  over  the  same  period 
grew  (in  1990  dollars)  from  $12,790  in  1960  to 
over  $23,000  today." 

It  would  seem  that,  if  in  tough  times, 
Amencan  industry  can  tighten  its  belt,  Amerv 
ca's  goveming  bodies  ought  to  tDe  able  to  do 
the  same.  Perhaps  those  who  make  policy 
ought  to  take  a  closer  look  at  the  programs 
and  projects  government  is  presently  under- 
taking to  determine  how  many  of  those  proj- 
ects are  truly  necessary  and  fruitful  for  the 
economy  as  a  whole. 

It's  not  enough  for  many  of  the  nation's 
industrial  firms  and  their  employees  to  be 
models  of  efficiency,  if  government  continues 
to  spend  at  ever-increasing  levels.  The  result 
can  only  be  additional  taxes  that  create  a  drag 
on  the  economy  and  the  nation's  ability  to 
compete  m  today's  global  marketplace. 

If  costs  are  going  up,  the  first— and  still 
the  best  —  approach  —  for  business  and  gov- 
ernment—is to  cut  spending. 


Mobil 
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?»^•8  ROU.CALL  Mondav,  MAKh  29. 1993 


Attachment  #1 


'Operation  Liftoff 
Set  for  Early  May 

Helicopter  Still  Sought  to  Remove  Statue 


By  Karen  Foenul 

lo  one  of  tbcmosi  spectacular cngineenng 
pmiecis  ever  undertaken  in  Washmgion.  tUe 
19-foot-tail  StanieofFndam  thai  bas  stood 
aiDp  ibeCjpnol  Dome  since  tUc  Civil  War  is 
scfieaulcd  to  be  removed  by  beboopicr 
somcume  during  Lbe  first  two  wcelcs  of  May . 

After  ihe  siatue  bas  beeo  lifted  off  the 
Dome,  u  will  be  deposited  oo  me  Eisi  Front 
Plaza.  wDcmiwiU  undergo  fourmonibs  of 
renovauons.  ihe  Ar:biieci  of  tbe  Capiiol's 
office  said  last  week. 

As  early  as  liiis  week,  employees  of  the 
Afcbitcct  are  expected  to  begin  erccang 
scaffolding  around  tlie  casi-uDn  pedestal 
ikat  supports  tfie  srveO'ton  siaiiie  more 
than  250  feet  above  tfie  ground.  While  ibe 

Tlie  statue  will  be 
placed  on  the  East 
Plaza,  where  it  will  be 
renovated,  using 
walnut  shells,  among 
other  materials. 


statue  IS rmovaied  oo  tbe  ground  begimung 
m  May.  work  to  restore  the  stand  will  also 
be  conducted  amp  tfie  Oome. 

Trailen  and  otHer  equipment  for  xhe 
massive  proiect  will  begin  appearing  on  me 
Easi  Front  Plaza  during  me  next  [«o  weeks. 

Once  me  siaiue  is  mnoveti  it  will  be 
placed  m  a  fenced-otT  area  of  me  Senate 
naza  wbere  ccxiservaion  will  begm  ilmr 
wont.  The  enure  cost  of  \be  prtjjca  is  esn- 
matcd  ai  S750.0O0.  The  money  bas  been 
raised  ifUD  u  gf]  pn  %-aie  d  onau  oQs  g  amord  b  y 
the  L'S  Capitol  F*resen-auoo  Commissioa 

Fme  Objects  Conscrvauoa  Inc_  a  Con- 


necticut firm  'hai  worked  on  the  rcnovaooo 
of  the  Siauie  of  Liberty,  has  been  hired  to  do 
the  TCDOvauoQS.  and  experts  in  iron  rcnova- 
□OQ  have  been  called  m  from  the  Naaonal 
Part  Service  to  assist 

A  survey  of  the  statue  conducted  last  year 
revealed  that  the  130-year  old  figure  was 
sufl'enng  fnm  ccrrosion  and  decay- 
Conservators  plan  fust  to  clean  me  stame 
ol  debru  by  gently  bLasung  it  wim  either 
water  or  crushed  walnut  shells,  said  Linrta 
Merk -Gould  of  Fine  Obiecis  CoDservaiion. 

The  bTDtizc  stame  will  then  be  'chemical- 
ly rrpaimaied"  to  bnng  back  its  green  color 
(it  IS  currently  a  muddy  shade  of  bmwn). 

Before  being  replaced  atop  ihe  Dome, 
the  statue  will  receive  a  obi  of  special 
acrylic  Lacquer  to  protea  it  bom  foairc 
ccvTasioo.  The  lacquer  will  have  to  be  reap- 
pitfd  rtguiariy.  Meik-Gaild  sud. 

But  It's  me  airlift  itself  thai  will  presem 
the  most  di/Ticuti  engmeomg  prohlem.  In 
bcL  DO  deosioo  has  yet  bea  made  on  who 
wiJl  lift  me  19-fooL  su-ioch.  14.985- 
pound  stame  off  the  Dome. 

For  more  man  a  year  now,  Afrhiieci 
wiAcn  have  been  meetmg  wuh  irpresea- 
BDves  of  the  military  and  pnvaie  compa- 
fTn-<  to  dftrn"'"^  what  type  of  helicopter 
should  be  used. 

The  Mannc  Corps,  whicb  was  ap- 
proached by  (he  ArdutecL  recently  turned 
down  the  offer,  saving  mcy  wercn  *  t  prtJper- 
ly  equipped.  The  Anmiiect  is  now  taiking 
wnh  the  Nanooal  Gioid  and  pnvaie  finiu. 

Frank  Jaiscn.  a  roired  military  heiicop- 
tcr  pilot  and  president  of  the  Hebcopur 
Assoaauoo  [tuananonal.  told  Roll  Call 
last  week  thai  be  bebevcs  a  private  compa- 
ny should  be  hired. 

This  IS  the  son  of  mmg  manv  people  m 
[he  pnvaie  scoor  do  oo  a  regular  basis  wim 
bcavy-lift  helicopters.  They  rt  speoaUy 


Ufttni;tb«  130>yuf^-okl.  19-/ooC.  15.000-pound  cast-iron  Sutue  of  Frew 
psdcstai  250  feet  abovt  the  pnuod  La  do  easy  matter.  But  It  ocois  to  be 


trained  aod  cemfJcd  m  this  type  of  ihrng." 
Jensen  sauL 'Removmg  cranes  from  bndg- 
ci  from  buildings." 

U.U  hoped  that  the  enure  ptvjeci  will  be 
compleud  by  Sepiember  m  time  for  me 
200- year  amnvemry  of  the  t^apmi 


The  Staoie  of  Freedom  was  c 
atop  the  Dome  wim  ropes  aoc 
1863.  but  the  Architea  last  year 
that  It  would  be  easier  to  take  it  c 

This  will  be  the  first  tune  m-. 
ever  been  removed. 


4  Select  Committees  Meet  Doom  Wednesc 


By  Mary  Jacoby 

Wim  me  four  House  selea  committees 
set  to  expire  on  Wednesday,  Republican 
leaders  are  opposing  a  sbon  rcpnevc  for 
me  61  staifers  wbo  are  about  to  lose  their 
jobs 

The  final  decision  will  come  Tuesday, 


when  me  House  AdmnustranDn  persocDd 
and  police  subcommiuee  meets  to  decide 
the  issue. 

House  AdmimStiaUOn  O^arrman  fTttTJie 

Rose  (D-NO  saKl  on  Thursday  thai  me 
Qerk  of  the  House  "will  be  given  the  con- 
sideiafile  rcsponsihiliry  of  closmg  out  the 


a 


accounis' and  winliDg  i^)  other  busmess  of 
the  four  selea  commiuees  —  A  gmg:  Qui - 
drtn.  Youth,  and  Families;  Hunger,  and 
Narcotjca  Abuse  and  CouroL 

However.  Rose  added  mat  GOP  and 
Dexnocranc  levkn  would  have  to  a^ree  on 
the  policy  before  House  Admmisaanon 
could  direct  the  Qat  to  implonait  u. 

On  Friday  an  aide  to  Speaker  Tom  Foley 
iD-Wa&h)  saxl  'No  decuion  has  been 
made,  but  me  subjen is  not  dosed" 

Republican  leaders  told  Rcr  Bill  Tho- 


Ohio).  the  Hunger  fhairrnan 
March  8). 

A  spokeswoman  for  Tbc 
NoTdquisL  said  Thomas  agrei 
GOP  leadership  posiuoo.  But 
not  spetnficaUy  voice  mose  ol 
Thursday's  full  House  Adn 
meetmg. 

inti^ri   be  talked  about  est 
procedure  for  closing  up  cocm 

This  IS  new  and  novel.  .N'o 
wdai  10  ao  300UI  'nuru.iff  go\*.t 
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Factors  for  Consideration 
Helicopter  LiftofETReplacement  of  Statue  on  U.S.  Capitol  Dome 

Tj^pes  of  helicopters  available  to  the  National  Guard  and  to  the  Private  Sector 

0  The  largest  helicopter  in  the  current  inventory  of  the  National  Guard 

is  the  CH-47D  "Chinook".  This  an  excellent  troop-support  helicopter,  well  proven 
through  many  years  of  military  service,  including  combat  action  in  Vietnam,  Grenada 
and  Operation  Desert  Storm.  The  external-load  ("hook")  capacity  is  adequate, 
depending  on  density  altitude  and  wind  conditions  at  the  time  of  lift  and  certain  othe 
.    factors,  to  accommodate  the  17,500  pound  reported  weight  of  the  statue.  However,  i: 
"    the  Chinook,  both  pilots  face  forward,  and  cannot  see  the  load  they  are  to  handle.  The 
depend  on  signals  from  someone  on  the  ground,  and/or  intercom  mstructions  from 
crewman  on  board. 

In  November  1985,  based  on  information  that  I  have  received.  National  Guar 
Chinooks  were  used  to  successfully  remove  the  statue  fix)m  atop  the  Texas  Capitol 
Dome  in  Austin.  However,  in  Jime  1986,  according  to  the  sfline  source,  after 
several  nr successful  attempts  by  National  Guard  Chinooks  to  replace  the  statue,  a 
Mississippi  National  Guard  "Skycrane"  was  called  in  to  complete  the  replacement  c 
the  statue. 

It  hag  been  related  to  me  that  elements  of  the  National  Guard  have  lobbied  for  th; 
assignment,  which  is  no  doubt  viewed  as  a  high-visibility  "plum"  task.  But  is 
realistic  to  risk  th^i  same  high-visibility  responsibility  on  equipment  that  was  ni 
designed,  and  is  not  regularly  used  for  this  purpose? 

Also,  I  have  been  told  that  National  Guard  units  from  Alabama,  Mississippi  ar 
Pennsylvania  have  chosen  to  set  up  a  special  training  facility  in  Mississippi  just  fc 
this  task,  and  to  build  a  facsimile  of  the  Capitol  Dome,  complete  with  simulate 
statue,  to  practice  for  thi<;  job.  If  this  is  true,  doesn't  that  indicate  cause  for  concen 

The  argument  that  all  of  tbig  National  Guard  preparation  comprises  training  whic 
would  be  necessary  anyway  is  subject  to  close  scrutiny.  The  published  cost  per  hoi 
for  CH-47D  is  $6,709  per  hour  for  "non-DOD  &  other  federal  users",  according 
.    (USACEAC  letter  dated  4  September  1992,  Subject:  FY  '93  Cost  Reimbursement  Rat 
for  .Army  Aircraft).  At  that  rate,  it  would  only  take  nine  and  a  half  hoiurs  of  eith 
ferry   time   (one   trip   from   Pennsylvania   to   Mississippi,   or   from   Mississippi 
Washington,  DC),  to  exceed  the  TOTAL  cost  of  the  private  sector  accomplishment 
the  job.  Further,  these  Army  rates  do  not  include  salaries  for  the  personnel,  travel  p: 
and  per  diem,  vehicular  support,  and  the  many  other  costs  involved.  One  cost  eleme 
specifically  missing  from  the  National  Guard's  accounting  will  be  insurance,  sin 
these  operations  are  "self  insured"  by  the  respective  govemment(s).  If  any  damage 
done  during  a  National  Guard  operation,  it  is  my  understanding  that  settlement 
any  Uabihty  claims  must  then  come  from  the  government  involved.. .again,  a  hit  on  t. 
taxpayer. 
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The  helicopter  contractor  who  has  submitted  the  proposal  of  $60,000  txim-key  for 
removal  and  replacement  is  Erickson  Skycrane.  They  own  the  type  certificate  for  the 
S-64P  "Skycrane",  which  was  designed  for  precision  heavy  lift  work.  With  an  external 
load  capacity  at  least  equal  to  that  of  the  Chinook,  the  Skycrane  is  configured  so  that 
one  or  more  pilots  face  forward,  and  another  pilot,  with  complete  controls,  sits  facing 
aft,  where  he/she  can  clearly  see  the  load  as  well  as  control  the  helicopter. 

The  S-64F  Skycrane  operated  by  Erickson  Viag  a  specially-designed  four-point  externa 
load  suspension  system,  which  minimizes  the  UkeHhood  of  the  external  load  twisting 
or  swinging  while  in  transit. 

Please  see  Erickson  Skycrane  letter  to  the  Architect  of  the  Capitol,  dated  April  5 
1993,  attached. 


Attachment,  as  stated 
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Mr.  Chairman  and  members  of  the  subcommittee,  I  appreciate 
the  opportunity  to  appear  before  you  today  to  discuss  the 
operations  of  Federal  Prison  Industries,  or  FPI ,  one  of  the  most 
important  correctional  programs  conducted  by  the  Federal  Bureau 
of  Prisons. 

I  would  like  to  begin  by  providing  the  subcommittee  with  an 
overview  of  the  unprecedented  management  challenges  which  the 
Bureau  has  faced  for  more  than  a  decade,  and  will  continue  to 
face  through  the  year  2000.   The  Bureau's  success  in  meeting 
these  challenges  is  an  essential  ingredient  in  the  Nation's 
efforts  to  rid  our  neighborhoods  of  crime  and  violence.   Since 
1980,  the  total  inmate  population  under  the  custody  of  the  Bureau 
has  increased  nearly  250  percent,  from  27,800  to  over  94,000 
today.   Over  85,000  of  these  Federal  prisoners  are  housed  in 
Bureau-operated  facilities  located  in  75  communities  across  this 
country.   Based  on  current  projections,  the  Bureau's  overall 
inmate  population  is  expected  to  reach  130,000  by  the  year  2000. 
To  meet  this  requirement,  there  are  30  new  Bureau  institutions  in 
various  stages  of  planning,  design,  and  construction. 

To  meet  these  challenges,  the  Bureau  conducts  an  array  of 
correctional  programs  which  include  vocational  training 
initiatives,  secondary  and  post-secondary  education  programs, 
drug  treatment,  religious  and  self-improvement  programs. 
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recreation  and  athletic  programs,  institutional  maintenance  and 
services  employment,  and  the  industrial  employment  program 
conducted  by  FPI .   Of  these  efforts,  FPI  is  clearly  one  of  the 
most  important  correctional  programs  conducted  by  the  Bureau.   In 
addition  to  meeting  the  Bureau's  statutory  mandate  to  employ  and 
train  inmates,  thereby  providing  them  with  the  work  skills 
necessary  to  find  and  retain  employment  upon  release,  FPI  is 
essential  to  the  security  of  Federal  correctional  institutions 
and  the  communities  where  they  are  located.   FPI  is  also  critical 
to  ensuring  the  safety  of  inmates  and  the  dedicated  correctional 
staff  of  the  Bureau.   FPI's  importance  has  become  even  greater 
since  the  elimination  of  parole  and  the  limiting  of  good  time 
sentence  reductions  in  the  Federal  system.   FPI  employment,  and 
the  opportunity  to  obtain  an  FPI  job,  is  one  of  the  few  remaining 
incentives  for  good  behavior  inside  our  secure  facilities. 

It  should  also  be  stressed  that  FPI  is  a  Federal  program 
that  really  works  as  it  was  intended.   In  a  study  of  over  7,000 
Federal  inmates  over  a  5-year  period,  it  was  shown  conclusively 
that  inmates  who  had  worked  for  FPI  were  better  adjusted  while 
incarcerated,  were  more  likely  to  find  and  keep  a  job  upon 
release,  were  more  likely  to  earn  higher  wages,  and  were 
significantly  less  likely  to  return  to  a  life  of  crime  than 
similar  inmates  who  had  not  worked  for  FPI.   It  should  also  be 
emphasized  that  FPI  does  not  receive  congressional  appropriations 
for  its  operations,  which  is  particularly  important  in  these 
times  of  fiscal  and  budgetary  constraints. 
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This  year  marks  the  60th  anniversary  of  FPI .   As  an  integral 
and  vital  component  of  the  Bureau  of  Prisons,  FPI's  growth  has 
paralleled  that  of  the  Bureau's.   In  1980,  FPI  employed  about 
6,100  inmates.   By  1990,  reflecting  the  rapidly  rising  inmate 
population,  FPI's  employment  had  risen  to  13,700.   Just  4  years 
later,  as  we  approach  the  end  of  fiscal  year  1994,  the  total 
inmate  population  has  risen  to  over  94,000  and  FPI  inmate 
employment  has  surpassed  16,000.   These  inmates  work  in 
85  factories  in  46  locations  across  the  country.   By  the  year 
2000,  FPI  will  have  to  add  an  additional  6,000  inmate  jobs  in 
20  new  factories,  to  reach  an  employment  level  of  22,000.   This 
total  will  ensure  that  FPI  continues  to  meet  the  Bureau's  goal  of 
employing  25  percent  of  the  inmate  population  in  its  secure 
institutions.   As  correctional  professionals  in  the  Bureau  of 
Prisons,  we  believe  that  the  employment  ratio  of  about  25  percent 
in  secure  facilities  is  about  as  low  as  is  acceptable  from  a 
corrections  management  perspective. 

While  FPI  is  primarily  a  correctional  program,  it  is  also 
unique  in  that  it  is  a  Government  program  that  must  be  run  in  a 
business-like  fashion.   This  dilemma  becomes  apparent  upon 
reviewing  FPI's  numerous  and  varied  statutory  mandates,  which 
require  Federal  Prison  Industries  to  do  the  following: 
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1.  Employ  the  greatest  number  of  those  inmates  in  Federal 
correctional  institutions  who  are  eligible  to  work  as 
is  reasonably  possible; 

2.  Concentrate  on  manufacturing  products  that  are  labor 
intensive;        ■  ■' 

3.  Diversify,  as  far  as  practicable,  prison  industry 
operations  so  that  no  single  private  industry  shall  be 
forced  to  bear  an  undue  burden  of  competition; 

4.  Diversify  products  so  that  sales  are  distributed  among 
industries  as  broadly  as  possible; 

5.-   Reduce  competition  with  private  industry  and  free  labor 
■  to  a  minimum;  '  .  ^ 

6.  Avoid  capturing  more  than  a  reasonable  share  of  the 
market  among  Federal  departments,  agencies,  and 
institutions  for  any  specific  product; 

7.  Sell  products  only  to  the  several  Federal  departments 
and  agencies  and  all  other  Government  institutions  of 
the  United  States; 

8.  Provide  a  maximum  opportunity  for  inmates  to  acquire  a 
knowledge  and  skill  in  trades  and  occupations  that 
provide  a  means  of  earning  a  livelihood  upon  release; 

9.  Sell  products  and  services  at  prices  that  do  not  exceed 
current  market  prices;  and 

10.    Operate  in  such  a  manner  as  to  be  economically  self- 
sustaining. 
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FPI's  mission  as  a  correctional  program  of  the  Federal 
Bureau  of  Prisons  takes  priority  over  its  nature  as  a  business 
enterprise.   Thus,  it  is  not  surprising  that  8  of  its  10 
statutory  mandates  embody  public  policy  obligations  rather  than 
traditional  business  principles.   These  obligations  are 
inconsistent  with  the  considerations  that  guide  virtually  all 
for-profit,  private  sector  businesses. 

The  first  two  mandates  (employ  the  greatest  number  of 
inmates  and  concentrate  on  labor-intensive  industries)  are  in 
direct  contradiction  to  the  guiding  principles  of  virtually  all 
profit-driven  businesses.   As  private  manufacturing  firms  grow, 
they  continually  attempt  to  minimize  employment  growth  through 
the  introduction  of  more  highly  automated  equipment.   In 
contrast,  as  each  institution's  inmate  population  grows,  FPI  must 
seek  to  increase  its  employment.   Its  goal  is  to  employ  at  least 
25  percent  of  the  inmate  population  in  secure  facilities  in 
prison  industries.   That  is,  FPI  is  employment-driven  rather  than 
profit-driven . 

FPI's  third  and  fourth  statutory  mandates  (diversification 
of  industries  and  products)  also  provide  a  sharp  contrast  between 
the  way  in  which  FPI  must  operate  and  the  way  in  which  a  private 
sector  manufacturing  concern  functions.   FPI  must  diversify  to 
avoid  an  undue  impact  on  any  single  industry. 
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This  mode  of  operation  is  exactly  the  opposite  of  what 
happens  in  the  marketplace,  where  private  sector  businesses  seek 
to  capture  the  market  for  their  products.   A  typical  private 
sector  company  continually  attempts  to  achieve  economies  of  scale 
in  its  production  activities,  thus  resulting  in  lower  unit  costs 
and  greater  earnings.   These  economies  of  scale  are  achieved  by 
specializing  in  certain  "core"  product  lines,  thereby  maximizing 
equipment  and  production  worker  utilization.   Such  specialization 
also  enables  private  sector  firms  to  avoid  spreading  themselves 
too  thin  among  various  products,  which  would  jeopardize  their 
ability  to  meet  customer  demands  on  price,  quality,  and  delivery. 
FPI,  on  the  other  hand,  has  a  "public  policy"  obligation  to 
diversify  its  operations  far  beyond  what  a  private  sector  company 
could  afford  to  do.      •  :a:-  -         .""'-";  '^   "-■  '■       '  ■■---'    ~-    - 

The  fifth  and  sixth  statutory  mandates  of  FPI  (minimize 
competition  and  avoid  capturing  more  than  a  reasonable  share  of 
the  market)  are  also  in  opposition  to  what  private  sector 
companies  would  view  as  sound  business  practice.   These  two 
components  of  FPI's  legislated  business  philosophy  direct  FPI  to 
avoid  competing  in  the  marketplace,  and  to  restrain  from  seeking 
increasing  shares  of  the  market  for  the  products  it  sells  to  the 
Federal  Government.   In  contrast,  private  sector  firms 
continually  attempt  to  reduce  the  number  of  competitors  they  have 
to  contend  with  and  increase  their  market  share. 
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FPI's  seventh  statutory  mandate  (which  limits  its  market  to 
the  Federal  Government  alone)  also  places  constraints  on  FPI  that 
are  not  faced  by  private  sector  firms,  which  have  vast  domestic 
and  foreign  markets  for  their  products.   This  limitation  will 
become  increasingly  significant  over  the  next  several  years,  as 
Government  agencies  reduce  spending  in  response  to  budget 
cutbacks.   FPI  has  already  felt  the  effects  of  these  deficit 
reduction  efforts,  as  FY  1993  sales  were  down  from  1992  totals 
and  FY  1994  sales  are  significantly  below  FY  1993  levels. 

FPI's  eighth  statutory  mandate  (to  provide  inmates  with  the 
knowledge  and  skills  necessary  to  earn  a  living  upon  release) 
also  imposes  an  obligation  far  beyond  what  is  expected  of  a 
private  sector  company.   The  average  Federal  inmate  has  only  an 
eighth  grade  education  and  FPI  cannot  require,  as  private  sector 
companies  can  do,  that  workers  have  a  high  school  education 
before  starting  work.   Instead,  FPI  must  provide  inmate  workers 
with  high-school  level  courses,  and  FPI  requires  that  inmates 
must  obtain  their  GED  diploma  before  they  can  advance  to  FPI's 
higher  pay  grades.   In  addition,  FPI  must  instill  a  sound  work 
ethic  in  its  inmate  employees,  including  the  importance  of 
punctuality,  the  acceptance  of  accountability  and  responsibility, 
cooperation  with  co-workers,  team-building,  and  the  acceptance  of 
supervisory  direction.   These  work  skills,  combined  with  an 
exposure  to  industrial  settings,  machinery,  equipment  repair,  and 
manufacturing  techniques  and  processes,  provide  a  good  foundation 


m 


for  their  transition  to  private  sector  employment,  regardless  of 
the  specific  type  of  work  they  obtain  upon  release. 

It  is  only  when  FPI's  final  two  statutory  mandates  are 
reviewed,  does  FPI  begin  to  parallel  a  private  sector  business. 
These  obligations  require  FPI  to  (1)  sell  its  products  at  prices 
that  do  not  exceed  the  current  market  price,  and  (2)  to  be 
economically  self-sufficient.   However,  since  FPI  is  a 
correctional  program,  and  not  a  business,  achievement  of  these 
two  mandates  is  made  difficult  due  to  the  corporation's  first 
eight  public  policy  mandates.   In  addition,  although  inmate  wages 
are  less  than  those  of  their  private  sector  counterparts,  there 
are  many  other  factors  that  affect  FPI's  ability  to  meet  these 
business-like  objectives.    ;  . -"  -  .  -  '■ 

In  order  to  overcome  these  obstacles  that  are  inherent  to 
operating  factories  within  prisons,  the  Congress  provided  FPI 
with  its  designation  as  a  mandatory  source  of  procurement  for 
Federal  agencies.   This  status  has  been  the  source  of  some 
confusion  and  I  would  like  to  take  this  opportunity  to  describe 
what  FPI's  mandatory  source  status  is  and  what  it  i^  not. 

First,  FPI's  mandatory  source  status  requires  only  that 
Federal  agencies  contact  FPI  before  contacting  other  sources,  to 
determine  if  FPI  can  meet  their  price,  quality,  and  delivery 
requirements. 
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Second,  if  FPI  offers  the  product  at  the  current  market 
price  and  can  meet  the  customer's  quality  and  delivery 
requirements,  the  customer  is  required  to  purchase  the  item  from 
FPI. 

Third,  if  FPI  cannot  meet  the  current  market  price  or  the 
customer's  quality  and  delivery  requirements,  FPI  provides  the 
customer  with  a  waiver  to  purchase  the  item  from  a  private  sector 
vendor. 

In  FY  1993,  FPI  received  more  than  9,000  waiver  requests  to 
purchase  from  non-FPI  sources,  with  an  estimated  dollar  value  of 
$330  million.   FPI  approved  97  percent  of  them,  and  was  able  to 
meet  customer  requirements  for  the  remainder. 

As  is  evident,  FPI's  status  in  the  Federal  marketplace  does 
not  give  FPI  a  monopoly  which  requires  that  Federal  customers 
purchase  FPI's  products.   Further,  it  does  not  mandate  that 
Federal  agencies  must  buy  from  FPI,  even  if  it  cannot  meet  the 
current  market  price  or  the  customer's  quality  and  delivery 
requirements . 

In  sum,  the  mandatory  source  provision  of  FPI's  statute  is  a 
mechanism  that  creates  sales  opportunities  for  FPI.   These 
inquiries,  be  they  phone  calls  or  written  requests,  are  the 
lifeblood  of  FPI.   This  requirement  that  Government  agencies  at 
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least  give  FPI  an  opportunity  to  meet  their  needs  is  essential  to 
overcoming  the  unfortunate  stigma  associated  with  prison-made 
goods,  which  too  often  still  deters  potential  customers  from  even 
approaching  FPI.   without  the  inquiries  attributable  to  the 
mandatory  source,  FPI  would  have  to  engage  in  massive  sales  and 
marketing  activities  to  generate  the  level  of  work  that  is 
critical  to  a  continuous,  steady  workflow  to  its  prison 
factories.   FPI  cannot  be  subject  to  the  uncertainties  of  the 
marketplace  because  it  is  not  a  business  like  other  vendors  to 
the  Federal  Government.   It  cannot  reduce  employment  costs 
through  automation,  nor  can  it  schedule  its  workforce  around  the 
peaks  and  valleys  of  the  business  cycle.   FPI  must  operate  every 
day  in  order  to  meet  its  correctional  program  mission. 

A  second  issue  in  which  this  Subcommittee  has  expressed  an 
interest  is  that  of  wage  differentials  between  FPI  inmate  workers 
and  private  sector  workers.   This  subject  was  examined  in  the 
1991  congressionally  mandated  Independent  Market  Study  and  has 
also  recently  been  reviewed  by  the  General  Accounting  Office. 

FPI  inmate  workers  are  paid  an  average  of  about  $1  per  hour. 
While,  on  the  surface,  this  would  seem  to  provide  FPI  with  a 
competitive  advantage  over  the  private  sector,  the  reality  of  FPI 
operations  is  that  this  is  not  the  case.   Even  at  this  wage 
level,  FPI  often  has  difficulty  covering  all  of  its  production 
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costs  for  some  FPI  products,  all  of  which  must  be  sold  at  prices 
within  the  current  market  price  range.  This  is  primarily  due  to 
three  reasons: 

First,  worker  productivity  in  a  prison  factory  is  far  below 
that  in  the  private  sector  due  to  additional  safety  and  security 
procedures  (e.g.,  tool  checks,  contraband  searches,  lockdowns) 
which  must  be  conducted.   Time  available  for  actual  production 
activities  varies  between  5  and  6  hours,  compared  with  the 
standard  8-hour  day. 

Second,  productivity  is  also  lower  because  FPI  utilizes 
"labor  intensive"  rather  than  highly  automated  production  methods 
in  order  to  maximize  inmate  employment,  increase  worker  training 
opportunities,  and  meet  the  statutory  mandate. 

Third,  FPI's  institutional  overhead  expenses  and  additional 
supervisory  and  training  costs  associated  with  employing  a  work 
force  that  begins  working  for  FPI  with  an  average  eighth  grade 
level  education,  add  substantially  to  FPI's  costs  of  doing 
business. 

According  to  the  congressionally  mandated  Study  of  FPI 
operations,  the  productivity  of  a  worker  in  a  Federal  prison 
setting,  as  measured  by  the  value  of  shipments  per  worker,  is 
about  one-quarter  that  of  his/her  private  sector  counterpart. 
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Thus,  to  achieve  the  same  output  as  a  private  sector  competitor, 
FPI  needs  to  employ  four  workers  for  every  one  worker  in  a 
private  sector  setting.   This  means  that  FPI's  total  hourly  wage 
costs,  when  viewed  in  terms  of  FPI's  production  capacity, 
actually  average  $4  per  hour — four  times  the  average  wage  of 
$1  per  hour.   When  other  overhead  and  security  costs  are  added  to 
this  total,  FPI's  total  hourly  production  costs  can,  in  some   ;^ 
instances,  exceed  those  of  a  private  sector  company.   -        :. 

If  FPI  were  required  to  pay  minimum  wage  to  all  of  its 
inmate  workers,  payroll  costs  would  rise  by  more  than  $100 
million,  compared  to  FPI's  net  income  of  only  $10.6  million  in 
FY  1993.   FPI  would  cease  to  exist  unless  its  increased  operating 
costs  were  supplemented  with  appropriated  funds,  it  ceased  to  be 
a  correctional  program  and  began  operating  like  an  ordinary 
business,  or  the  Bureau  of  Prisons  began  charging  inmates  room 
and  board  and  FPI  began  charging  BOP  work-related  fees. 

In  addition,  FPI  might  have  to  automate  much  of  its 
industrial  production  and  reduce  inmate  employment  dramatically 
in  order  to  control  labor  costs.   It  likely  would  have  to 
concentrate  its  production  in  only  a  few  industries,  thereby 
increasing  the  potential  for  adverse  impact  on  the  private 
sector.   It  would  be  able  to  employ  only  the  most  efficient 
workers  in  the  most  capital  intensive  industries,  directly 
contrary  to  how  FPI  currently  operates.   This  mode  of  operations 
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would  have  serious  consequences  for  the  security  and  safety  of 
Federal  prisons,  which  are  severely  crowded  and  require  programs 
to  reduce  inmate  idleness  and  boredom,  which  can  lead  to  disorder 
and  violence. 

Let  me  conclude  by  emphasizing  FPI's  commitment  to  working 
cooperatively  with  the  private  sector,  particularly  small 
business,  to  develop  partnerships  that  can  be  mutually  beneficial 
and  meet  the  inmate  employment  demands  associated  with  the 
Nation's  war  on  crime.   FPI  has  worked  closely  with  small 
business  throughout  its  60-year  history.   While  it  is  true  that 
some  of  the  products  manufactured  by  FPI  are  also  sold  by  small 
businesses,  it  is  also  true  that  FPI  makes  a  special  effort  to 
assist  small  business  through  its  own  procurement  of  raw 
materials,  component  parts,  supplies,  equipment,  and  services. 
During  Fiscal  Year  1993,  out  of  $298  million  in  total 
procurement,  FPI  purchased  nearly  $263  million,  or  88  percent, 
from  small  and  small-disadvantaged  businesses.   Most  of  these 
purchases  are  made  from  businesses  in  the  local  communities  where 
FPI  factories  are  located.   The  local  economy  also  benefits  from 
FPI's  presence  by  the  purchases  of  civilian  staff.   FPI  is 
considered  a  "good  neighbor"  to  these  businesses  and  to  the 
entire  community  as  well.   It  is  also  important  to  highlight  that 
every  dollar  in  FPI  sales  is  returned  to  the  private  sector, 
either  directly  through  FPI  procurements  or  indirectly  through 
civilian  and  inmate  employee  wages  spent  on  ^oods  and  services. 
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This  concludes  my  formal  statement,  Mr.  Chairman.   I  would 
be  pleased  to  answer  any  questions  you  or  the  other  Members  of 

the  Subcommittee  might  have.         '  '  -  •-  =■ 
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Thank  you,  Mr.  Chairman,  for  the  opportunity  to  testify  before  the  Subcommittee  on  the  subject 
of  tax-favored  competition  with  federal  laboratories,  state  and  local  governments  and  nonprofit 
institutions.  My  name  is  Herb  Wilgis.  I  am  Chair  of  the  ACIL  Government  Relations  Committee 
and  president  of  Pcnniman  &  Browne,  Inc.,  a  small  business  in  Baltimore,  Maryland.  ACIL  is 
pleased  to  present  you  with  an  overview  of  the  problems  that  ACIL  members  encounter  with  tax- 
favored  competition  from  government  and  nonprofit  laboratories  and  to  present  a  series  of 
recommendations  to  you.  \Ve  believe  a  constructive  approach  to  this  issue  will  provide  Congress 
with  a  means  to  reduce  wasteful  use  of  government  resources,  to  increase  tax  revenues,  to 
realize  a  more  scientific  approach  to  regulation  and  research,  and  to  provide  companies  with  a 
healthy  business  environment. 

ACIL  is  the  leading  national  trade  association  of  independent  scientific,  engineering  and  testing 
firms.  ACIL's  450  member  firms  operate  nearly  2,000  facilities  throughout  the  United  States 
and  overseas.  They  range  from  the  one-person  specialty  laboratory  to  multi-discipline, 
international  corporations.  ACIL  members  are  tax-paying  companies  engaged  in  analysis,  testing, 
inspection,  research  and  development,  and  related  consulting  services.  ACIL  members  provide 
services  in  the  areas  of  product  conformity  assessment,  foods  and  agricultural  commodities, 
construction  materials,  environmental  and  geoscicnces,  and  the  life  sciences.  The  clients  they 
serve  include  government,  industry,  and  the  public. 

ACIL  believes  there  should  be  fair  competition  among  organizations  offering  the  same  or  similar 
goods  and  services.  However,  to  promote  competitive  equality  and  lay  a  foundation  for  the 
continued  growth  of  tax-paying  commercial  enterprises,  tax-favored  competition  from 
government  and  nonprofit  organizations,  including  universities,  needs  to  be  eliminated. 

ACIL  supports  public  policy  that  delineates  the  government's  role  of  performing  inherent 
functions  but  prohibits  provision  of  goods  and  services  offered  in  the  private  sector,  and 
recognizes  the  commendable  role  nonprofit  organizations  play  in  providing  services  and 
education  but  does  not  permit  them  to  take  unfair  advantage  of  their  tax-favored  stams  to 
compete  unfairly  with  tax-paying  businesses. 

During  my  comments,  I  will  provide  you  a  brief  overview  of  the  types  of  problems  that  ACIL 
members  encounter  with  government  and  nonprofit  competition  and  present  specific 
recommendations. 

GOVERNMENT  COMPETITION 
Federal 

Government  competition  is  perhaps  the  most  evident  form  of  tax-favored  competition.  Under  the 
banner  of  technology  transfer.  Federal  laboratories  have  been  given  the  signal  to  reach  out  to 
industry,  while  few  restrictions  have  been  defined.  Without  such  parameters,  federal  competition 
is  difficult  to  challenge.  In  fact,  Department  of  Energy  Secretary  Hazel  O'Leary  recently 
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indicated  that  the  Department's  entry  into  the  market  will  inevitably  result  in  competition  with 
the  private  sector,  and  told  a  group  of  reporters,  "[The  competition  issue]  will  be  debated  over 
time,  and  over  time  the  marketplace  will  decide  or  the  Congress  will  decide."  ACIL  believes 
that  Congress  must  decide  if  direct  competition  \>ith  American  businesses  is  accepuble. 

The  700  plus  Federal  laboratories  offer  services  ranging  from  boot  testing  (U.S.  Army  Combat 
Systems  Test  Activity  at  Aberdeen  Proving  Ground,  Maryland)  to  pesticide  residue  analysis 
(Federal  Grain  Inspection  Service  Kansas  City  Technical  Center  in  Missouri).  We  have  provided 
a  short  list  of  examples  with  our  testimony.  (ATTACHMENT  #1] 

ACIL  challenges  the  practice  of  government  offering  these  services  because  they  art  not 
inherently  governmental  functions,  and  the  services  are  available  to  industry  and  the  government 
in  the  private  sector.  Inherendy  governmental  functions  include  those  responsibilities  that  are 
solely  those  of  the  government,  such  as  negotiating  with  foreign  governments,  the  aa  of 
lawmaking  and  governing,  and  other  duties  specifically  enumerated  or  implied  in  the  U.S. 
Constitution.  Furthermore,  the  scientific  quality  of  the  dau  produced  by  the  Federal  laboratories 
has  not  been  substantiated  through  means  such  as  laboratory  accreditation. 

In  order  to  fully  evaluate  the  impact  of  Federal  laboratories,  ACIL  is  currently  surveying  the 
industry  to  identify  both  threats  and  opportunities  for  the  market  we  serve.  ACIL  will  be  pleased 
to  share  this  information  with  the  Subcommittee. 


State  and  Local 

Another  type  of  government  competition  is  state,  county  and  municipal  facilities.  Many  state 
and  local  governments  have  established  testing  laboratories;  some  have  been  established  in 
response  to  increased  environmental  regulations  and  others  to  generate  revenues  for  the 
government.  To  reduce  costs,  they  have  endeavored  to  sell  services  for  a  fee  and  in  competition 
with  existing  laboratories  in  their  region. 

As  an  example,  ACIL  members  encounter  two  Atlantic  County  facilities  in  New  Jersey  which 
offer  services  identical  to  those  offered  by  private  sector  laboratories.  Another  example  is  the 
Lake  County  Health  Department  in  Indiana,  which  sells  water  testing  services  long  offered  by 
private  companies  in  that  area. 

The  use  of  local  and  Federal  funds,  generated  by  tax  revenues,  to  suppon  the  structure  and 
operation  of  competitor  laboratories  is  a  grave  concern.  The  resources  in  the  private  sector  are 
available  to  government  for  compliance  activities.  Federal  funds  and  support  should  not  assist 
government  entities  with  commercial  endeavors  that  undermine  the  companies  providing  a  tax 
base  for  government. 

The  mechanism  to  address  the  problem  of  government  competition  ai  the  state  and  local  level 
are  differing,  and  ACIL  recognizes  the  limitations  of  Federal  influence  on  state  and  local 
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activities.  However,  wc  encourage  the  Federal  government  to  set  a  precedent  of  using  the  private 
sector  to  serve  the  public  good,  and  to  make  government  competition  an  unacceptable  enterprise. 

NONPROFIT  ORGANIZATIONS 

The  second  class  of  competition  comes  from  nonprofit  organizations,  such  as  The  MITRE 
Corporation,  a  Federally  Funded  Research  and  Development  Center,  and  universities. 

In  the  interest  of  time,  we  will  address  AClL's  long  standing  concerns  about  universities  offering 
testing  services.  As  you  know,  the  issue  of  nonprofit  competition  was  dealt  with  at  length  during 
hearings  before  this  committee  on  June  16,  1994. 

We  have  a  list  of  over  80  universities  currently  offering  such  services  [ATTACHMENT  #2]. 
Within  the  last  three  years,  at  least  one  complaint  of  tax-favored  competition  has  been  received 
about  each  of  these  institutions.  Universities  play  a  vital  role  in  our  society.  They  advance  the 
frontiers  of  science  and  engineering  through  research.  They  educate  future  scientists,  engineers 
and  business  people.  Because  of  their  important  contributions  in  the  advancement  of  education 
and  knowledge,  universities  receive  direct  financial  support  from  government  and  special  tax 
advantages.  However,  the  commercial  endeavors  of  universities  are  harmful  to  the  university, 
the  public  and  the  private  sector. 

Congress  should  consider  the  grave  consequences  of  universities  stepping  beyond  their  role  of 
educator  and  researcher,  and  abusing  their  government-endowed  advantages.  As  a  result  of 
services  sold  by  universities,  the  public  loses  because  the  universities'  focus  is  diluted,  tax 
revenues  on  sales  are  lost,  the  institution  is  exposed  to  liability,  the  test  data  developed  may  be 
inaccurate  without  laboratory  accreditations,  and  the  Federal,  State  and  benefactor  funds  used 
to  engage  in  commercial  practices  are  wasted. 

Many  nonprofit  organizations  including  universities  offer  the  same  services  as  commercial 
companies.  These  nonprofits  are  offered  government-endowed  advantages  such  as  income  tax 
relief  and  grant  eligibility.  If  such  an  organization  enters  the  commercial  market,  it  should  meet 
the  same  standards  as  commercial  businesses,  such  as  licensing  or  accreditation,  and  pay  all 
appropriate  taxes  and  fees. 


RECOMMENDATIONS 

In  our  comments  today,  we  will  present  the  Subcommittee  with  recommendations  for  addressing 
the  issue  of  government  and  nonprofit  competition,  and  ACIL  will  make  specific  suggestions  for 
the  laboratories. 

1.  A  Resolution  of  Congress  should  be  passed,  stating  that  it  is  the  desire  of  Congress  to  rely 
on  the  public  sector  to  provide  goods  and  services  to  the  American  people  and  that  the 
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government  should  limit  its  activities  to  those  which  are  inherent  functions  and  arc  not  available 
in  the  private  sector. 

2.  Congress  should  consider  legislation  that  will  mandate  the  definition  of  inherently 
governmental  functions,  similar  to  those  laid  out  in  Office  of  Federal  Procurement  Policy's 
Policy  Letter  92-1  [ATTACHMENT  #3].  The  legislation  should: 

•  prevent  public  sector  organizations  from  providing  goods  and  services  in  competition 
with  the  private  sector; 

•  delineate  the  role,  responsibilities  and  limitations  of  nonprofit  organizations; 

•  and  provide  an  enforcement  mechanism  to  assure  compliance. 

3.  Congress  should  look  to  affected  parties  to  help  craft  the  lines  of  this  legislation.  ACIL 
recommends  the  establishment  of  a  Federal  Advisory  Committee  (FAC)  to  develop  the 
legislation's  parameters.  The  FAC  should  be  charged  with  evaluating  government  competition 
in  the  federal  and  local  arena,  and  delineating  the  roles,  objectives,  and  limits  of  federally- 
granted  advantages  of  nonprofits  organizations.  The  committee  should  repon  within  a  limited 
time  with  recommendations  on  specific  mechanisms  to  prevent  government  competition,  to 
delineate  nonprofits'  role,  and  to  enforce  compliance. 

4.  ACIL  recommends  reform  and  enforcement  of  the  unrelated  business  income  tax  (UBTT)  laws 
for  nonprofit  organizations.  Short  of  reform,  AOL  endorses  strict  enforcement  of  UBIT  in  order 
to  avoid  loss  of  tax  revenues.  The  recent  exploration  by  the  House  Ways  and  Means  Committee 
is  a  significant  start,  and  the  recommendation  of  this  Committee  should  be  considered.  Further, 
ACIL  endorses  requirements  for  nonprofit  organizations,  which  engage  in  commercial  activities', 
that  mandate  nonprofit  compliance  with  all  standards  required  of  any  commercial  enterprise 
offering  the  same  services  or  goods.  In  statemcnu  presented  before  a  congressional  committee 
in  previous  testimony,  ACIL  laid  out  specific  technical  changes  that  should  be  considered  and 
those  have  been  attached  [ATTACHMENT  #4]. 


Second,  ACIL  is  recommending  four  specific  actions  to  address  the  issue  of  competition  from 
government  and  nonprofit  laboratories. 

1.  Congress  should  direct  a  commission  to  review  the  role  of  all  Federal  laboratories,  identify 
specific  roles  and  goals,  and  recommend  consolidation  and/or  elimination  of  redundant  facilities. 
In  Vice  President  Gore's  National  Performance  Review,  he  recommends  the  Department  of 
Energy  to  consolidate  and  redirect  the  mission  of  its  laboratories,  production  and  testing  fticilities 
to  meet  post-Cold  War  national  priorities.  This  task  force,  led  by  Robert  Galvin,  held  its  first 
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meeting  in  April.  However,  we  recommend  the  task  is  focused  on  all  Federal  laboratories  for 
a  comprehensive  review.  A  broader  commission  could  be  effectively  managed  by  the  Federal 
Coordinating  Council  for  Science,  Engineering,  and  Technology  in  the  President's  Office  of 
Science  and  Technology  Policy. 


2.  Congress  and  all  federal  agencies  should  require  any  laboratory  performing  work  for  the 
public  or  industry  to  meet  the  same  regulatory  requirements  and  accepted  practice  standards.  An 
example  of  such  a  requirement  is  laboratory  accreditation.  ACJL  advocates  the  establishment  of 
a  national  laboratory  accreditation  system  that  is  a  true  partnership  between  the  private  and 
public  sectors  [ATTACHMENT  #5].  It  should  be  cost  effective,  but  comprehensive,  so  that  it 
will  give  clients  and  the  public  the  assurance  they  should  have,  and  it  should  be  universally 
accepted  in  order  to  enhance  the  competitiveness  of  American  industry  and  products  in 
international  markets.  ACIL  is  currently  working  with  many  Federal  and  state  government 
entities  to  craft  consensus  on  a  laboratory  accrediution  system.  Some  of  those  Federal  entities 
include  the  Department  of  Commerce  and  the  National  Institute  of  Standards  and  Technology, 
Food  and  Drug  Administration,  Department  of  Agriculture,  U.S.  Customs,  U.S.  Trade 
Representative,  and  Environmental  Protection  Agency. 

As  an  example,  a  national  of  system  for  environmental  laboratories  was  recently  endorsed  by 
EPA's  Federal  Advisory  Committee  on  National  Accreditation  of  Environmental  Laboratories. 
All  affected  parties,  including  EPA,  private  labs,  and  states,  were  involved  in  the  process  of 
drafting  a  program  that  would  allow  the  public  to  place  faith  in  the  accredited  environmental 
laboratory  [ATTACHMENT  #6]. 

All  laboratories,  commercial,  government  and  nonprofit,  which  offer  services  should  be  required 
to  meet  the  same  qualifications.  Otherwise,  the  public's  trust  in  their  data  quality  will  be 
misplaced. 


3.  Congress  should  commission  a  study  by  the  General  Accounting  Office  that  would  evaluate 
the  end  use  of  scientific  or  engineering  grants  issued  by  Federal  agencies.  ACIL  has  long 
endorsed  policy  such  as  the  National  Science  Foundation's  Important  Notice  91,  which  prohibits 
grant  recipients  from  using  granted  equipment  or  facilities  to  offer  services  for  a  fee 
[ATTACHMENT  #7].  However,  ACIL  recognizes  the  NSF  is  not  a  regulatory  agency  and  holds 
no  enforcement  authority.  Therefore,  this  policy,  alone,  has  not  been  an  effective  tool  to  prevent 
abuse  of  Federally-funded  grants.  We  believe  a  more  comprehensive  approach  to  all  Federal 
grants  would  educate  grantees  on  appropriate  and  inappropriate  uses  of  Federal  grants,  and 
provide  a  mechanism  in  each  granting  agency  for  assuring  compliance.  In  order  to  determine  the 
scope  of  the  problem,  ACIL  is  recommending  a  GAO  study  to 

1)  evaluate  the  records  from  each  granting  agency; 

2)  conduct  a  survey  of  the  grantees  to  determine  all  uses  of  granted  equipment  and 
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faculties,  to  specifically  ask  if  services  were  offered  to  clients  outside  the  university  and 
what  fee  if  any  was  changed,  and  attain  a  list  of  clients  or  cooperative  partners  involved; 

3)  conduct  an  economic  impact  study  on  private  sector  businesses  and  tax  revenue 
resulting  from  services  offered  by  the  grantee. 

Congress  should  use  this  data  to  determine  what  specific  elements  are  needed  to  put  a 
mechanism  in  place  to  restrict  the  use  of  all  Federal  grants  for  selling  services  for  a  fee. 


4.  Mr.  Chairman,  this  subcommittee  could  well  serve  the  small  businesses  in  the  scientific  and 
engineering  community  by  working  closely  with  the  House  Energy  and  Commerce  Committee 
and  House  Science,  Space  and  Technology  Committee,  to  assure  the  private  sector  docs  not  lose 
opportunities  in  the  name  of  technology  transfer. 


Thank  you  for  the  (q>portunity  to  testify,  and  we  look  forward  to  working  with  you  and  the 
Subcommittee. 
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Mr.  Chairman,  members  of  the  Subcommittee,  I  am  Karen  Hastie  Williams  with  the  law  firm  of 
Crowell  &  Moring.  I  am  appearing  before  you  today  as  counsel  to  the  Management  Association 
for  Private  Photogrammetric  Surveyors,  MAPPS,  a  trade  association  of  more  than  100  private  firms, 
many  of  which  are  small  businesses.  These  professional  service  firms  are  involved  in  making  maps 
from  aerial  photographs,  including  engineering  scale  and  land  use  mapping  and  other  geographic 
information  services. 

We  deeply  appreciate  your  invitation  to  discuss  the  difficulties  the  private  surveying  and  mapping 
community  experiences  with  unfair  government  competition  and  commend  you  for  holding  this 
hearing. 

Imagine,  Mr.  Chairman,  if  the  Federal  Government  decided  it  was  desirable  or  necessary  for  more 
than  39  Federal  agencies  to  operate  casinos.  Imagine  Uncle  Sam  hiring  more  than  7,000  Federal 
employees  to  operate  those  casinos  and  spending  millions  of  dollars  on  gaming  tables,  roulette 
wheels,  slot  machines  and  related  equipment,  as  well  as  training  its  workforce.  Then  imagine  that 
once  the  Federal  Government  had  this  capability,  it  discovered  that  State  and  local  government, 
and  even  foreign  governments  had  casino  needs,  and  it  began  providing  their  casino  services  to 
those  "clients". 

What  would  this  Federal  activity,  which  duplicates  and  competes  with  the  private  sector,  do  to  the 
economy  of  your  hometown  of  Las  Vegas? 

Well,  Mr.  Chairman,  the  small  businesses  that  make  up  America's  private  sector  surveying  and 
mapping  conmiunity  do  not  have  to  imagine  that  scenario.   They're  living  it. 

One  needs  to  look  no  further  than  surveying  and  mapping  to  find  a  major  area  where  the  Federal 
government  has  dominated,  duplicated  and  unfairly  competed  with  a  field  that  can  and  should  be 
left  to  the  private  sector.  MAPPS,  and  the  private  surveying  and  mapping  profession,  has  good 
reason  to  be  frustrated  with  competition  from  the  government.  Dozens  of  Federal  agencies  have 
in-house  surveying  and  mapping  capabilities  that  duplicate  and  are  competitive  with  private,  for- 
profit,  tax  paying  entities,  most  of  which  are  small  businesses.  Not  only  do  these  agencies  perform 
surveying  and  mapping  services  for  themselves,  but  they  aggressively  market  these  services  to  other 
agencies,  to  state  and  local  government,  and  to  foreign  countries,  in  direct  and  unfair  competition 
with  private  business. 

In  the  1990  budget  submitted  to  Congress  in  January,  1989,  President  Reagan  said,  "Privatization 
is  an  important  management  tool  to  raise  productivity,  cut  costs  and  improve  the  quality  of 
Government  services."  President  Reagan  went  on  to  discuss  the  advantages  of  utilizing  the  private 
sector,  such  as  "efficiency,  quality  and  innovation  in  the  delivery  of  goods  and  services."  He 
concluded  that  "specific  areas  where  the  Government  could  place  greater  reliance  on  private  sector 
providers  include  ...  map-making  activities." 

With  regard  to  surveying  and  mapping,  the  Clinton  Administration  is  in  agreement.  In  its  National 
Performance  Review,  the  Administration  said 

The  National  Oceanic  and  Atmospheric  Administration  (NOAA)  will  experiment 
with  a  program  of  public-private  competition  to  help  fulfill  its  mission  ...  The 
experience  of  the  U.S.  Army  Corps  of  Engineers,  which  contracts  out  30  to  40 
percent  of  its  ocean  floor  charting  to  private  firms,  shows  that  the  private  sector  can 
and  will  do  this  kind  of  work.  Competition  among  private  companies  for  these 
services  also  might  reduce  costs...  (The  Administration  will)  issue  a  new  order, 
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establish  a  policy  supporting  the  acquisition  of  goods  and  services  in  the  most 
economical  manner  possible.  OMB  will  review  Circular  A-76,  which  governs 
contracting  out,  for  potential  changes  that  would  simplify  the  contracting  process... 


In  partnership  with  state  and  local  governments  and  private  companies,  we  will 
create  a  National  Spatial  Data  Infrastructure. 

Dozens  of  agencies  collect  spatial  data  --  for  example  geophysical,  environmental, 
land  use,  and  transportation  data.  They  spend  $1  to  3  billion  a  year  on  these  efforts. 
The  administration  will  develop  a  National  Spatial  Data  Infrastructure  (NSDI)  to 
integrate  all  of  these  data  sources  into  a  single  digital  resource  available  to  anyone 
with  a  personal  computer.  This  resource  will  help  land  developers  and 
■  conservationists,  transportation  planners  and  those  concerned  with  mineral  resources, 
and  farmers  and  city  water  departments. 

Because  of  the  value  of  the  data,  it  will  be  possible  to  attract  private  sector  funding 
for  its  collection,  processing,  and  distribution.  The  Federal  Geographic  Data 
Committee,  which  operates  under  the  auspices  of  OMB,  plans  to  raise  enough  non- 
federal funding  to  pay  for  at  least  50  percent  of  the  project's  cost.  It  will  set  the 
standards  for  data  collection  and  processing  by  all  agencies  to  ensure  that  NSDI  can 
be  developed  as  economically  as  possible. 

To  be  fair,  it  was  the  Federal  goveriunent  that  gave  birth  to  the  private  sector  surveying  and 
mapping  industry.  The  Interstate  Highway  Act  created  thousands  of  miles  of  new  roads  and  the 
post-war  GI  Bill  fostered  millions  of  housing  subdivisions,  generating  a  near  insatiable  demand  for 
surveying  and  mapping  and  giving  birth  to  hundreds  of  surveying  and  mapping  companies  in  the 
1950's.  Still,  the  government  could  not  resist  the  temptation  to  build  its  own  bureaucracy  to 
duplicate  the  growing  private  sector.  In  particular,  the  goverrunent,  which  relied  heavily  on 
photogrammetry  (an  engineering  process  of  using  precise  aerial  photographs  to  produce  maps)  in 
World  War  II,  continued  to  build  its  in-house  capability  in  the  post-war  years.  This  came  in  spite 
of  acknowledgement  of  the  wisdom  of  using  the  private  sector. 

Since  the  Eisenhower  Administration  it  has  been  U.S.  policy  that 

the  Federal  Government  will  not  start  or  carry  on  any  commercial  activity  to  provide 
a  service  or  product  for  its  own  use  if  such  product  or  service  can  be  procured  from 
private  enterprise  through  ordinary  business  chaimels. 

Mapping  is  an  activity  in  which  the  government  not  only  fails  to  procure  from  private  enterprise, 
but  government  agencies  providing  surveying  and  mapping  services  compete  with  private  firms, 
stifle  growth  in  private  industry  by  dominating  certain  markets,  divert  needed  technical  personnel 
from  private  sector  employment,  thwart  efforts  by  U.S.  firms  to  export  their  services  and  erode  the 
tax  base  by  securing  work  that  would  otherwise  be  accomplished  by  tax  paying  entities. 

The  Federal  government  currently  employs  more  than  7,600  individuals  in  professional  and 
technician  level  positions  in  surveying,  cartography  and  geodesy.  Most  are  in  the  Departments  of 
Defense,  Interior,  Commerce  and  Agriculture,  while  others  are  scattered  among  more  than  39 
departments  and  agencies  that  generate  or  use  surveying  and  mapping  data.  While  most  Federal 
agencies  do  not  have  a  line  item  for  its  surveying  and  mapping  budget  and  it  is  difficult  to  dissect 
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such  expenditures  by  activity,  a  conservative  OMB  estimate  puts  annual  Federal  spending  on 
surveying,  mapping  and  geodesy  at  $1  billion.  Of  that  amount,  only  $62  million,  or  6.2  percent 
could  be  accounted  for  in  contracts  to  the  private  sector  in  fiscal  year  1993. 

There  are  more  than  6,000  surveying  and  250  mapping  firms  in  the  United  States.  These  healthy, 
dynamic  and  qualified  companies  employ  more  than  40,000  persons. 

It  is  safe  to  say  that  since  1980,  private  surveying  and  mapping  firms  have  made  a  larger  capital 
investment  in  plant  and  equipment  than  any  other  time  in  history.  This  growth  and  expenditure 
demonstrates  that  surveying  and  mapping  firms  have  the  financial  resources  to  make  significant 
capital  investment.  This  speaks  well  for  the  revenue  and  profit  potential  of  the  industry  in  general. 
Moreover,  this  increase  in  equipment  makes  firms  more  efficient  and  productive. 

Not  only  have  private  mapping  firms  made  the  necessary  investment,  but  Congress  has  given 
agencies  the  specific  ability  to  take  advantage  of  these  capabilities  through  legislation  providing  for 
the  selection  of  firms  for  surveying  and  mapping  services  on  the  basis  of  "demonstrated  competence 
and  qualifications."  Commonly  known  as  the  "Brooks  Act"  (40  U.S.C.  541  et.  seq.,  amended  in  the 
100th  Congress  by  Sec.  742  of  PLlOO-656),  which  requires  contract  awards  to  firms  who  compete 
against  one  another  on  their  demonstrated  competence  and  qualifications  and  negotiation  of  a  fee 
that  is  fair  and  reasonable  to  the  government,  rather  than  to  the  lowest  bidder,  provides  Federal 
agencies  the  assurance  that  contractors  have  the  capabilities,  experience  and  qualifications  to 
provide  quality  services.  Use  of  this  quality  assurance  process  should  put  to  rest  any  concern 
Federal  agencies  might  have  about  the  ability  of  private  surveying  and  mapping  firms  to  perform 
to  the  highest  standards.  The  ability  of  the  private  sector  to  provide  quality  professional  services 
at  a  fair  and  reasonable  price  has  been  repeatedly  demonstrated. 

The  U.S.  Army  Corps  of  Engineers,  for  example,  annually  contracts  for  60  to  75  percent  of  its 
surveying  and  mapping  requirements.  It  uses  the  time  tested  Brooks  Act  qualifications  based 
selection  process  to  choose  its  contractors.  The  Corps  has  high  praise  for  the  quahty  of  the  services 
it  receives  from  the  private  sector.  In  testimony  before  a  House  Subcommittee  in  September,  1990, 
Mr.  Herbert  Kennon,  Deputy  Director  of  Civil  Works,  said,  "Over  the  years,  the  Corps  has 
developed  working  relationships  with  hundreds  of  private  firms  and  considers  them  an  extension 
of  our  capability."  Other  military  services,  such  as  the  Navy  and  Air  Force,  contract  for  virtually 
all  their  mapping  requirements.  They,  too,  find  the  private  sector  highly  qualified  and  capable  of 
meeting  the  agencies'  needs. 

The  extent  of  Federal  competition  with  private  surveying  and  mapping  firms  is  pervasive.  And  the 
issue  is  not  new. 

In  1973  the  Office  of  Management  and  Budget  released  a  report  of  its  Task  Force  on  Mapping, 
Charting,  Geodesy  and  Surveying.   It  found 

in-house  mapping,  charting  and  geodesy  capabilities  demand  care  and  feeding  once 
they  are  in  place.  And  so  they  are  fed  --  in  perfect  conformance  to  the  principles  of 
Parkinson's  Law. 

Parkinson's  Law  suggests  (1)  the  number  of  subordinates  increases  regardless  of  the  amount  of 
work  produced;  and  (2)  work  expands  so  as  to  fill  the  time  available  for  completion.  This  theory 
has  been  perfectly  put  into  practice  in  Federal  surveying  and  mapping  activities.  Agencies  have 
built  in-house  capabilities,  expanded  staff  and  completely  disregarded  the  capabilities  of  the  private 
sector.   The  1973  OMB  report  concluded  that 
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private  cartographic  contract  capability  is  not  being  used  sufficiently.  We  found  this 
capacity  to  be  broad  and  varied  and  capable  of  rendering  skilled  support ...  Contract 
capability  is  a  viable  management  alternative  ...  Its  use  should  be  encouraged  in  lieu 
of  continued  in-house  build-up. 

That  recommendation  has  not  been  even  moderately  implemented.  In  fiscal  year  1972  the  Federal 
government  spent  $304,761,000  on  mapping,  charting  and  geodesy  activities.  Of  that  amount, 
$17,051,000  or  5.5  percent  was  contracted  to  the  private  sector.  Today  only  6.2  percent  is 
contracted.  The  build-up  opposed  in  1973  has  happened.  Why?  Part  of  the  reason  is  the  reality 
of  Parkinson's  law,  as  stated  above.   Here  are  some  examples. 

The  National  Geodetic  Survey,  within  the  National  Oceanic  and  Atmospheric  Administration's 
(NOAA)  Coast  and  Geodetic  Survey,  conducted  a  competition  between  a  private  firm  and  its  own 
survey  "leveling"  crews  in  Texas  in  1979.  The  private  firm  proved  faster  (and  therefore  more  cost 
effective)  and  more  accurate  than  the  government  employees.  Nevertheless,  the  agency  does  not 
contract  with  private  firms. 

The  Coast  and  Geodetic  Survey  of  NOAA  is  also  responsible  for  producing  nautical  or 
hydrographic  charts  of  the  Great  Lakes,  as  well  as  the  Gulf,  Atlantic  and  Pacific  coasts.  The  Corps 
of  Engineers,  like  NOAA,  is  responsible  for  assuring  safe  navigation  for  boats,  except  their  venue 
is  harbors,  rivers  and  inland  waterways.  The  only  difference  between  the  two  is  that  each  year  the 
Corps  awards  more  than  10  contracts  valued  at  more  than  $10  million,  NOAA  has  awarded  just 
one  such  contract  in  the  past  decade. 

NOAA  has  embarked  upon  a  new  surveying  program,  commonly  referred  to  as  High  Accuracy 
Reference  Network  (HARN),  to  provide  a  "super  network"  of  Global  Positioning  System  (GPS) 
survey  control  points  in  various  states.  NOAA/C&GS  personnel  and  equipment  are  dispatched 
from  Washington,  DC  to  various  States  to  perform  this  work.  These  projects  are  funded  through 
cooperative  agreements  between  NOAA  and  individual  states,  and  in  some  cases  the  project  are 
100%  funded  by  a  state. 

Such  agreements  constitute  unfair  goverimient  competition  with  private  business.  There  are  several 
private  firms  with  the  multi-channel,  dual  frequency  GPS  satellite  receivers,  as  well  as  the 
personnel,  experience  and  qualifications  which  NOAA/C&GS  claims  are  necessary  to  perform  the 
required  services. 

The  U.S.  Geological  Survey's  (USGS)  National  Mapping  Division  has,  since  1936,  attempted  to 
provide  once  over  coverage  of  the  United  States  with  1:24,000  topographic  maps.  Some  55  years 
later,  they  are  finally  finished.  The  USGS  claims  it  is  not  a  competitor  with  the  private  sector,  nor 
in  the  large  scale  mapping  business,  the  agency's  employees  have  presented  papers  at  technical 
meetings  on  pilot  projects  which  report  on  the  USGS  providing  mapping  for  cities  and  counties  at 
scales  as  large  as  1:4,800,  again  while  the  1:24,000  program  is  still  incomplete.  The  1:24,000 
program  was  delayed  months,  if  not  years,  in  the  early  1980's  when  the  USGS  put  the  project  on 
the  back  burner  in  order  to  produce  a  new  computer  mapping  program  for  the  Census  Bureau. 
No  effort  was  made  to  contract  either  their  topographic  requirements  or  their  work  for  the  Census 
Bureau.  Now  that  the  task  of  1:24,000  scale  mapping  in  complete,  will  the  USGS  reduce  its  work 
force?  In  a  perfect  corollary  to  Parkinson's  Law,  the  agency  has  developed  new  responsibilities. 
It  is  now  producing  these  maps  in  a  computer  or  digital  format,  rather  than  on  paper  maps. 

The  USGS  has  an  aimual  appropriation  from  Congress  of  about  $100  million  for  map  making.  But 
the  agency's  National  Mapping  Division  budget  is  $140  million,  with  the  difference  coming  from 
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reimbursable  contract  work  for  other  Federal  agencies.  State  and  local  governments,  and  foreign 
countries.  This  additional  income,  which  would  otherwise  go  to  private  firms,  is  a  result  of  the 
agency's  aggressive  marketing  effort. 

In  all  fairness,  agencies  such  as  the  USGS  and  Bureau  of  Land  Management  have  recently  issued 
policy  statements  recognizing  the  benefits  of  private  sector  utilization.  The  USGS  has  even 
initiated  several  new  programs  which  use  private  contractors.  However,  the  overwhelming 
percentage  of  their  work  still  remains  in-house. 

The  list  of  examples  of  government  competition  with  private  surveying  and  mapping  firms  goes  on. 
The  fact  is,  the  Federal  Government  is  spending  scarce  and  valuable  resources  on  surveying  and 
mapping  employees  and  activities  that  can  be  contracted  out.  The  current  practice  is  unwise  from 
a  public  policy  perspective.  The  resources  now  expended  to  support  the  Federal  surveying  and 
mapping  establishment  could  otherwise  be  allocated  toward  more  pressing  national  priorities,  or 
used  for  deficit  reduction.  Moreover,  the  practice  is  counterproductive  from  an  economic 
viewpoint. 

The  issue  of  unfair  government  competition,  in  surveying  and  mapping  and  dozens  of  other  industry 
groups  was  given  the  highest  priority  by  the  1986  White  House  Conference  on  Small  Business.  It 
stated 

Government  at  all  levels  has  failed  to  protect  small  businesses  from  damaging  levels 
of  unfair  competition.  At  the  federal,  state  and  local  levels,  therefore,  laws, 
regulations  and  policies  should  ...  prohibit  direct,  government-created  competition  in 
which  government  organizations  perform  commercial  services. 

Federal  agency  competition  is  a  violation  of  existing  Federal  policy  and  law.  As  previously 
mentioned,  it  has  been  Federal  policy  since  1955  for  the  Government  to  rely  on  the  private  sector 
for  commerciiilly  available  goods  and  services. 

That  policy  is  found  in  OMB  Circular  A-76.  OMB  Circular  A-76  is  a  Federal  directive  that  has 
been  on  the  books  since  the  Eisenhower  Administration.  It  requires  agencies  to  identify 
"commercial  activities"  being  performed  in-house,  conduct  detailed  comparisons  of  the  cost  of 
performing  the  function  in-house  with  government  employees  versus  the  cost  of  contracting  to  the 
private  sector,  and  contract-out  the  function  if  the  private  sector  can  perform  the  work  for  at  least 
10  percent  less  than  the  goverrunent.  Using  an  Office  of  Management  and  Budget  (OMB)  formula, 
it  is  estimated  that  more  than  $73  million  in  tax  dollars  could  be  saved  if  A-76  studies  were 
performed  on  all  Federal  surveying  and  mapping  Kit's  (full  time  equivalents). 

A  provision  in  OMB  Circular  A-76  limits  agencies  from  doing  work  for  other  Federal  agencies. 
It  requires 

If,  by  September  30,  1987,  the  activity  has  not  been  justified  for  continued  in-house 
performance,  user  agencies  shall  obtain  the  required  services  directly  from  a 
commercial  source. 

Moreover,  a  1982  law  prevented  Federal  agencies  from  unfairly  competing  with  the  private  sector 
when  providing  technical  and  specialized  services  to  State  and  local  goverrunent.  The 
Intergovernmental  Cooperation  Act  authorizes  Federal  agencies  to  provide  services  to  State  and 
local  government,  but  requires  that 
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the  services  prescribed  must  be  consistent  with  and  further  the  policy  of  the  United 
States  Goverrmient  of  relying  on  the  private  enterprise  system  to  provide  services 
reasonably  and  quicklv  available  through  ordinary  business  channels. 
(31  use  6505(a)) 

The  law  is  implemented  by  OMB  Circular  A-97.  It  sets  conditions  under  which  Federal  agencies 
can  provide  services  to  State  of  local  government,  including 

Such  services  will  not  be  provided  unless  the  agency  providing  the  services  is 
providing  similar  services  for  its  own  use  under  the  polices  set  forth  in  Circular  No. 
A-76.  In  addition,  in  accordance  with  the  policies  set  forth  in  Circular  No.  A-76,  the 
requesting  entity  must  certify  that  such  services  cannot  be  procured  reasonably  and 
expeditiously  by  it  through  ordinary  business  channels. 

Since  the  mapping  initiative  was  included  in  the  FY90  budget,  not  a  single  Federal  agency  has 
conducted  an  A-76  review  of  a  surveying  or  mapping  activity.  Numerous  Federal  agencies  provide 
surveying,  mapping  and  aerial  photography  services  to  State  and  local  government.  No  certification 
that  such  services  are  not  available  from  the  private  sector  has  ever  been  filed  with  OMB.  Among 
the  agencies  that  violate  this  Circular  are  NASA  (aerial  photography),  C&GS  (geodetic  surveys), 
and  USGS  (mapping). 

Not  only  does  unfair  competition  affect  surveying  and  mapping  firms  here  at  home,  but  the  issue 
also  affects  the  U.S.  trade  imbalance. 

In  the  surveying  and  mapping  area,  U.S.  government  agencies,  not  German,  Japanese  or  other 
foreign  firms,  are  the  single  largest  competitors  for  U.S.  firms.  Again,  it  is  because  Federal 
agencies  aggressively  market  their  services  to  foreign  governments.  U.S.  government  agencies 
routinely  receive  requests  from  foreign  goverrunents  for  surveying  and  mapping  services.  In  each 
case,  agencies  fulfill  the  needs  of  foreign  clients  with  Federal  employees.  They  handle  projects  with 
their  own  people  while  there  are  numerous  U.S.  firms  with  the  capability  and  expertise  to  do  this 
work.  Rather  than  winning  contracts  from  government  agencies  and  gaining  the  export  experience 
needed  to  leverage  further  overseas  work,  these  U.S.  firms  are  left  sitting  on  the  sidelines. 

This  practice  represents  a  major  barrier  for  U.S.  firms  attempting  to  export  their  services.  When 
they  must  compete  against  their  own  government  and  they  are  "elbowed  out"  of  markets  by  Federal 
agencies  because  foreign  clients  become  accustomed  to  getting  the  required  services  from  the  U.S. 
government,  rather  than  from  U.S.  private  firms.  It  therefore  becomes  difficult,  if  not  impossible 
to  gain  entry  into  these  markets.  U.S.  Government  agencies  should  act  as  "agents"  for,  rather  than 
competitors  of,  U.S.  firms  and  help  open  doors  to  U.S.  firms  that  have  been  closed  by  our  own 
government,  using  our  own  tax  dollars.  This  will  help  firms,  particularly  small  businesses,  identify 
and  penetrate  foreign  markets.  Agencies  should  help  these  firms  get  their  foot  in  the  door  and 
earn  the  foreign  trade  experience  they  need  to  expand  their  international  marketing  activities. 

Even  the  U.S.  foreign  aid  program,  administered  by  the  Agency  for  Internationa]  Development 
(AID),  works  against  U.S.  firms.  Not  only  does  AID  frequently  contract  with  U.S.  government 
agencies  to  provide  surveying  and  mapping  services  to  foreign  governments,  but  when  AID  does 
contract  with  private  firms,  they  often  award  those  contract  to  foreign  corporations.  A  1989  study 
by  the  Small  Business  Administration  estimated  that  the  USGS  alone  provided  $22  million  in  that 
year  in  mapping  related  services  to  foreign  goverrunents,  through  AID.  All  the  work  was  done  by 
USGS  employees,  none  by  contract.  In  fact,  in  1989,  AID  awarded  only  one  mapping  related 
contract,  for  aerial  photography,  valued  at  $26,000. 
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Each  time  a  study  has  been  conducted  on  the  Federal  surveying  and  mapping  establishment,  a 
common  conclusion  has  been  reached.  Whether  conducted  by  the  White  House,  Congress,  the 
agencies  themselves,  OMB  or  independent  Federal  research  organizations,  these  studies 
recommended  more  contracting  in  the  surveying  and  mapping  field.  The  following  are  excerpts 
from  these  studies: 

private  cartographic  contract  capability  is  not  being  used  sufficiently.  We  found  this 
capacity  to  be  broad  and  varied  and  capable  of  rendering  skilled  support ...  Contract 
capability  is  a  viable  management  alternative  ...  Its  use  should  be  encouraged  in  lieu 
of  continued  in-house  build-up 

Office  of  Management  and  Budget 

Task  Force  on  Mapping,  Charting,  Geodesy  and  Surveying,  1973 

The  Investigative  Staff  recognizes...contract  surveys.. .it  is  essential  that  this  option  be 
explored  more  fully.. .early  consideration  must  be  given  to  the  use  of  qualified  private 
contractors 

House  Appropriations  Committee 

Investigative  Staff 

Study  of  ELM  and  Forest  Service  Cadastral  Survey  Programs,  1980 

commercial  resources  offer  time-proven  expertise  and  professionalism  in  a  wide 
range  of  cartographic  activities. 

National  Academy  of  Sciences 

Study  on  NOAA's  Office  of  Charting  and  Geodetic  Services,  1985 

The  private  sector  can  play  an  important  role  in  providing  BLM  with  the  massive 
amounts  of  data  it  requires  for  its  three  LIS  (land  information  systems)  components. 
BLM  can  avoid  investing  in  necessary  labor  and  technology  by  drawing  on  the 
capabilities  of  the  private  sector  for  the  data  gathering  phase 

Bureau  of  Land  Management 

"Managing  our  Land  Information  Resources",  1989 

(contracting)  is  an  important  management  tool  to  raise  productivity,  cut  costs  and 
improve  the  quality  of  Government  services  (the  advantage  of  which  is)  efficiency, 
quality  and  innovation  in  the  delivery  of  goods  and  services  ...  specific  areas  where 
the  Government  could  place  greater  reliance  on  private  sector  providers  include  ... 
map-making  activities 

Budget  of  the  United  States  Government,  FY  1990 
Office  of  Management  and  Budget,  January,  1989 

(USGS  should  be)  allocating  adequate  NMD  resources  to  information  management 
and  user/donor  coordination,  and  if  necessary,  increasing  these  relative  to  traditional 
data  production  programs 

National  Academy  of  Sciences 
"Spatial  Data  Needs",  February,  1990 
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The  National  Oceanic  and  Atmospheric  Administration  (NOAA)  will  experiment 
with  a  program  of  public-private  competition  to  help  fulfill  its  mission  ...  The 
experience  of  the  U.S.  Army  Corps  of  Engineers,  which  contracts  out  30  to  40 
percent  of  its  ocean  floor  charting  to  private  firms,  shows  that  the  private  sector  can 
and  will  do  this  kind  of  work. 

Office  of  the  Vice  President 

"Creating  A  Government  That  Works  Better  &  Costs  Less" 
Report  of  the  National  Performance  Review 
September,  1993 

NOAA  should  facilitate  contractor  participation  in  performing  the  required  surveying 
by  providing  opportunities  for  private  companies  to  compete  for  contracts  to  survey 
areas  where  these  activities  are  cost  effective  for  NOAA  and  profitable  for  the 
company.  NOAA  should  adopt  as  its  primary  surveying  role  the  following:  setting 
standards  that  take  full  advantage  of  available  technology;  qualifying  contractors; 
providing  quality  assurance  of  data  from  them  and  other  government  collectors  (e.g. 
States,  the  Army  Corps  of  Engineers);  and  setting  priorities  for  areas  to  be  surveyed. 

National  Academy  of  Sciences 

Charung  a  Course  in(o  the  Digital  Era:  -  't,  ■  . 

Guidance  for  NOAA's  Nautical  Charting  Mission 

May,  1994 

The  Federal  government  not  only  uses  tax  dollars  to  compete  with  private  surveying  and  mapping 
firms  at  the  Federal  level  and  in  the  international  market,  but  at  the  State  level  as  well. 

When  Congress  enacted  increases  in  the  Federal  gasoline  tax,  most  of  that  money  was  apportioned 
back  to  the  50  states  for  highway  programs.  Many  states  used  the  money  to  build  up  their  in-house 
mapping  capability,  purchasing  aerial  cameras  and  airplanes,  computers,  map  plotting  machines, 
GPS  receivers  and  other  expensive  equipment  that  private  firms  already  have  in  place. 

According  to  the  Federal  Highway  Administration,  only  5  states  spend  more  than  $10  million  per 
year  on  preliminary  engineering  contracts,  including  surveying  and  mapping,  and  only  5  contract 
more  than  $5  million.  Between  1979  and  1989,  States  spent  an  average  of  only  37  percent  of  their 
Federal  Highway  funds  for  preliminary  engineering  (including  surveying  and  mapping).  Only  23 
states  contracted  out  more  than  1/3  of  their  preliminary  engineering  funds.  California,  for 
example,  the  largest  recipient  of  Federal  Highway  funds,  was  at  the  bottom  of  the  list  in  private 
sector  utilization,  contracting  just  $70,000  of  the  $54.8  million  (less  than  1/lOth  of  1  percent)  of  its 
average  annual  Federal  funding  for  preliminary  engineering.  In  some  years,  California  did  not 
contract  out  any  of  its  Federal  funding  for  preliminary  engineering  services. 

This  practice  appears  to  be  in  conflict  with  a  30  year  old  law.  The  Interstate  Highway  Act  requires 
that 

In  carrying  out  the  provisions  of  this  title,  the  Secretary  may,  whenever  practicable, 
authorize  the  use  of  photogrammetric  methods  in  mapping  and  the  utilization  of 
commercial  enterprise  for  such  services. 

PL85-767;  August  7,  1958;  72  Stat  913;  23  USC  306 
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The  private  sector  in  surveying  and  mapping  is  also  deeply  concerned  about  the  entry  of  a 
corporation  created  by  the  U.S.  Bureau  of  Prisons  (a  Federal  prison  industry  known  as  UNICOR) 
into  engineering-related  services,  including  geographic  information  systems  (GIS)  and  computer 
aided  design  and  drafting  (CADD)  services. 

Specifically,  UNICOR  has  developed  a  capability  to  provide  scanning  and  digitizing  services  to 
other  Federal  agencies.  According  to  UNICOR  documents,  it  is  "broadening  its  prime  contractor 
role  ...  in  the  areas  of ...  digitization  of  maps  for  GIS  applications,  digitization  of  engineering  and 
facilities  management  drawings  (am/fm),  scanning  and  digitizing,  CALS  conversions." 

First,  UNICOR  retained  PlanGraphics,  Inc.  a  GIS  consulting  firm  to  provide  assistance  on  defining 
the  potential  GIS  market  and  advising  the  prison  industry  on  entry  into  GIS  services.  Then, 
UNICOR  retained  Harvard  Design  and  Mapping,  Inc.  to  provide  GIS  system  acquisition 
management.  The  firms  will  oversee  UNICOR's  acquisition  and  installation  of  GIS/CADD 
systems,  including  a  needs  analysis  with  hardware  and  software  specification  recommendations, 
integration  and  installation  of  such  systems,  and  training  of  imnates  in  GIS/CADD  digitizing  and 
imaging  skills.  UNICOR  has  indicated  it  is  now  productive  in  this  area,  having  begun  providing 
AM/FM  services  for  agencies  of  the  Department  of  Defense. 

Under  Federal  law,  UNICOR  must  diversify  so  far  as  practicable  so  that  no  single  private  industry 
carries  an  undue  burden  of  competition.  Prior  to  entering  an  industry,  the  UNICOR  board  is 
required  to  make  a  report.  One  can  hardly  understand  how  UNICOR  would  not  realize  that 
entering  the  mapping  field  would  not  adversely  affect  a  private  sector  alrerady  saddled  with 
unprecedented  government  competition. 

The  services  UNICOR  is  providing,  while  technical  in  nature,  support  professional  architect- 
engineer  (A/E)  services.  This  practice  is  a  violation  of  the  spirit  of  the  Brooks  Act.  MAPPS 
believes  this  is  an  inappropriate  area  for  UNICOR  activity.  Public  health,  welfare  and  safety  is 
dependent  on  the  quality  of  work  performed  by  professionals  in  the  fields  of  architecture, 
engineering,  surveying  and  mapping.  To  add  to  this  highly  technical  and  professional  field 
drawings,  maps  and  images  processed  by  prison  inmates  is  not  only  an  affront  to  the  professionals 
in  this  field,  but  questionable  to  the  public  interest. 

Recommendations 

We  believe  there  are  several  reasonable  remedies  to  this  problem.  One  is  H.R.  163,  the  Freedom 
from  Government  Competition  Act  was  introduced  by  Rep.  Duncan  of  Tennessee  and  more  than 
60  cosponsors.  This  bill  would  require  Federal  agencies  to  contract  to  the  private  sector  for  aJl 
commercially  available  goods  or  services.  The  Office  of  Management  and  Budget  is  required  to 
develop  a  schedule  for  such  contracting  to  be  accomplished  within  5  years  of  the  date  of  the  bill's 
enactment. 

As  mentioned  earlier,  the  Intergoverrunental  Cooperation  Act  and  OMB  Circular  A-97  limit  the 
ability  of  Federal  agencies  to  compete  with  the  private  sector  in  services  provided  for  State  and 
local  government.  Notwithstanding,  these  restrictions,  surveying  and  mapping  firms  have 
experienced  several  instances  of  such  competition  from  Federal  agencies.  A  remedy  is  provided 
in  a  bill  introduced  by  Rep.  Craig  Thomas  (R-WY).  H.R.  2635  would  amend  title  31,  United 
States  Code,  to  provide  increased  contracting  opportunities  for  private  firms  by  encouraging 
agencies  of  the  Federal  Government  to  enter  into  contracts  for  commercial  activities  performed 
for  State  and  local  government.  The  "Fair  Competition  Act"  amends  the  Intergovernmental 
Cooperation  Act  to  specify  that 
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an  executive  agency  may  not  provide  commercial  activities  (as  defined  in  Office  of 
Management  and  Budget  Circular  A-76,  as  in  effect  on  the  date  of  the  enactment  of 
the  Fair  Competition  Act  of  1992)  to  a  State  or  local  government,  unless  a  public 
notification  and  search  of  potential  private  sector  providers  by  the  executive  agency 
determines  that  an  activity  is  of  such  a  unique  nature  that  no  private  sector  provider 
can  perform  such  services. 

In  the  102nd  Congress,  Senator  Joseph  I.  Lieberman  (D-CT)  introduced  S.  3386,  the  SmaU  Business 
Opportunity  and  Fair  Competition  Act  of  1992.  Included  in  the  bill  was  a  demonstration  program 
to  "increase  contract  opportunities  for,  and  reduce  Government  competition  with,  private  surveying 
and  mapping  firms."  The  objective  of  the  bill  was  to  "determine  the  appropriate  roles, 
relationships,  and  responsibilities  of  Government  agencies  and  private  surveying  and  mapping  firms" 
and  required  each  Federal  agency  to  establish 

a  schedule  wdth  quantifiable  goals  for  increasing  the  use  by  Federal,  State,  and  local 
governments  of  contracts  with  private  firms  for  current  and  future  surveying  and 
mapping  activities;  and  performing  only  those  surveying  and  mapping  activities  that 
are  inherently  governmental  in  nature,  that  do  not  duplicate  or  unfairly  compete  with 
private  firms,  and  that  utilize  such  firms  in  performing  new  programs  and  activities. 

Also  included  in  this  bill  are  two  key  provisions  which  assist  all  small  businesses,  not  just  those  in 
surveying  and  mapping.  The  bill  expands  the  responsibilities  of  the  SBA  Chief  Counsel  for 
Advocacy  to  identify  Federal  activities  which  duplicate  or  compete  with  the  private  sector,  including 
small  and  small  disadvantaged  businesses.  It  also  enhances  the  responsibilities  of  the  Breakout 
Procurement  Center  Representatives  (PCRs)  to  identify  Federal  equipment  purchases  to  build  in- 
house  capabilities  that  duplicate  or  compete  with  he  private  sector,  including  small  and  small 
disadvantaged  businesses. 

We  would  urge  this  committee  to  act  favorably  on  a  House  companion  to  Sen.  Lieberman's  bill, 
perhaps  as  an  amendment  to  the  SBA  authorization  bill. 

There  is  no  better  place  for  the  Congress  and  the  Administration  to  stake  a  claim  on  reinventing 
government  than  in  surveying  and  mapping.  If  this  activity  cannot  be  contracted  to  the  private 
sector,  it  is  doubtful  there  is  any  other  that  can.  MAPPS  urges  the  Small  Business  Committee's 
prompt  action  on  legislation  to  remedy  this  critical  problem. 

Again,  we  appreciate  this  opportunity  to  express  our  concerns. 
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FEDERAL  EMPLOYMENT  VERSUS  CONTRACTING 
SURVEYING  AND  MAPPING 


DEPARTMENT /AGENCY 


INTERNATIONAL  BOUNDARY 
COMMISSION  (US/MEX) 

GSA 


1993 


EMPLOYEES'" 


AGRICULTURE 

686 

COMMERCE 

686 

ARMY 

534 

NAVY 

42 

AIR  FORCE 

18 

DMA 

3604 

DEFENSE  (TOTAL) 

4198 

ENERGY 

19 

INTERIOR 

1993 

STATE 

4 

TRANSPORTATION 

38 

VETERANS 

FEMA 

1 

EPA 

2 

PANAMA  CANAL  COMMISSION 

3 

CONTRACTS^ 
Actions     $$$ 


276     7502 
7      647 


298 

323 

5 


34778 

16594 
3058 

10 

55 


6     2111 


TOTAL 


7636 


917  62755 


'  September  30,  1993,  Combined  Cartography,  Cartographic  Technician,  Land 
Surveying,  Surveying  Technician,  Geodesy,  Geodetic  Technician,  Photographic  Technician 
occupation  codes,  permanent  full  time  and  permanent  part  time  positions. 

SOURCE:  Office  of  Personnel  Management. 

^  FY  1993  (in  $000).  Includes  all  contracts  greater  than  $25,000  in  service  codes  R404 
Land  Surveys,  Cadastral  Services;  T002  Cartography  Services;  T004  Charting  Services;  T008 
Photogrammetry  Services;  T009  Aerial  Photography  Services;  TOM  Topography  Services. 

SOURCE:  Federal  Procurement  Data  Center. 
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